EDITORIAL 


Service to the Profession 


N important function of the Aus- 
tralian Society of Accountants is 
the inculcation of sound practice by 
the dissemination of authoritative 
information and opinions on matters 
coming within the general field of 
accountancy. In the performance of 
this function, the Society as such, 
marshals the best thoughts and prac- 
tices of members who have acquired 
a specialised knowledge and experi- 
ence of particular aspects of account- 
ing. By the co-operative efforts of 
members in this way, a profession 
advances in knowledge and stature. 


Two current publications of the 
Society demonstrate the willingness 
of members to serve their professions 
and the community. One, published 
as a supplement to this issue of the 
journal, is a Statement on Account- 
ing Practice dealing with “Account- 
ing for Hire Purchase Transactions” 
,and the other is a Technical Bulletin 
devoted to “The Credit Intermediary 
and Industrial Development”’. 


The spectacular growth of hire 
purchase trading in recent years has 
created a number of problems and 
provoked some public controversy. 
Problems of accounting for hire pur- 
chase have not, however, received 
much attention. In fact many of our 
members not engaged in this area of 
accounting might be unaware that 
important problems exist. 


The study on hire purchase 
accounting has been prepared by a 


group of Victorian members. It con- 
centrates on the problem of deter- 
mination of profit, and in one respect, 
reveals a serious conflict between 
what is taught and what is practised. 
To some extent, therefore, it may be 
regarded as challenging and contro- 
versial. Naturally, of course, the 
committee did not attempt to deal 
with the social and political implica- 
tions of hire purchase. 


The statement includes some inter- 
esting facts about the development of 
hire purchase trading and the pro- 
visions of certain legal enactments 
governing such transactions. 


The Technical Bulletin deals with 
the subject, “The Credit Inter- 
mediary and Industrial Development”’. 
Practically every accountant at some 
time encounters the problems associ- 
ated with the effective mobilisation 
and application of capital, and be- 
cause of this the views expressed and 
the inferences to be drawn from the 
facts disclosed in the Bulletin are of 
particular significance. The author 
of the paper, Mr. C. R. Coulter, 
B.Ec, (Hons.), A.A.S.A., A.B.I.A., 
A.C.A.A., is assistant inspector with 
the Commonwealth Trading Bank of 
Australia, and has had extensive 
practical experience of the many 
aspects of financial management of 
secondary industry, while serving 
with the Bank in Australia and over- 
seas. 





Best Wishes for a Happy Christmas and a Prosperous 
New Year are extended to all our readers. 
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TAXATION IN RELATION TO 
SUPERANNUATION SCHEMES 
AND FUNDS’ 


By B. M. STACKPOOL, A.F.A.1.M., F.A.LL 


The search for security is an age- 
old problem, but modern super- 
annuation planning is going a long 
way towards solving this problem 
so far as it relates to security in re- 
tirement and security for depend- 
ants. 

There is a growing interest in a 
fresh approach to this problem 
through the concept that earnings 
should be divisible into two parts: 
one portion being taxable and used 
for current expenses and short-term 
savings; and the other part to be 
accumulated free of tax for use in 
retirement and for the interim pro- 
tection of dependants. 

The income tax aspects of super- 
annuation planning are well worth 
careful consideration and_ super- 
annuation in this sense includes any 
plan which has as its object the pro- 
vision of benefits on retirement. 


Concessions in Respect of Contribu- 
tions Made by Self-Employed Persons 


A self-employed person can make 
provision for his retirement in many 
ways but, compared with an em- 
ployee, the opportunities available 
to him to take advantage of income 
tax benefits in this direction are 
limited. He is permitted under Sec- 
tion 82.H to claim as a deduction 
from his assessable income a total of 
£300 covering the following: 


Premiums for insurance (life, 
sickness, personal injury or acci- 
dent) in respect of the taxpayer, 
his spouse or child, 

payments made to provide a de- 
ferred annuity (or similar pro- 
vision) for his spouse or child, 





*The second of a series of four lectures 
delivered during September at the Assembly 
Hall, Melbourne, under the title “Taxation 
for the Business Man”. The series was 
arranged jointly by the Victorian Division 
of the Australian Society of Accountants 
and the Melbourne Division of The Aus- 
tralian Institute of Management. 





payments for the personal benefit 
of the taxpayer, his spouse or 
child made to: 

a superannuation, sustenta- 
tion, widows’ or orphans’ 
fund, 

a fund established by an Act 
relating to insurance; or 


a friendly society. 


To qualify as a deduction under 
Section 82H, such payments must be 
paid by the taxpayer in the year of 
income. The concession applies only 
to a resident taxpayer, male and fe- 
male alike (Section 82A). That is to 
say, it is possible for a man and his 
wife to secure an aggregate tax de- 
duction of £600 in any year of in- 
come, provided, of course, the wife 
has an income of her own from 
which the deduction can be allowed. 


There are no territorial limita- 
tions affecting the situation of the 
superannuation or special funds to 
which payments are made and it is 
not necessary for the spouse or child 
to be a resident of Australia. 


The taxpayer need not be the 
owner of the assurance policy. The 
qualifications refer only to the life 
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assured under a policy. The age of a 
child is of no concern and legally 
adopted children, step-children and 
ex-nuptial children are now also 
covered by the concession. 


Premiums on pure endowment 
policies which provide for the pay- 
ment of a capital sum upon surviv- 
ance and a limited payment based on 
premiums paid only in the event of 
prior death may also be claimed 
within the statutory limit of £300. 


Unlike payments on assurance 
policies, payments made to a super- 
annuation or other fund mentioned 
in Section 82H must be for the per- 
sonal benefit of the taxpayer, his 
spouse or his children. 


So far we have been considering 
the case of a self-employed person 
acting individually. In 1952 how- 
ever, it became possible for such 
persons, by associating with others 
in the same category, to obtain a 
further small concession. Section 
23(j) (i) provides that the income 
of a provident benefit or superannua- 
tion fund established for the benefit 
‘of employees is exempt from tax. 
The 1952 addition in the form of 
Section 23(ja) has the effect of ex- 
tending this exemption to cover the 
income of such funds established for 
the benefit of persons who are not 
employees, subject to the following 
limitations: 

The number of members (exclud- 
ing dependants) must not be 
less than twenty at any time 
during the year of income; and 

The terms and conditions of the 
fund (at the time the income 
was derived) have been ap- 
proved by the Commissioner of 
Taxation. 


In approving such a fund, the 
Commissioner must consider: 
The class of persons eligible for 
membership ; 


The reasonableness of the benefits 
provided ; 
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The amount of the fund in relation 
to these benefits; and 

Such other matters as the Com- 
missioner thinks fit. 


Much interest has been taken in 
Section 23(ja) funds recently. Pro- 
fessional associations generally 
speaking, are not well equipped to 
handle investment matters and the 
responsibility of accounting to their 
colleagnes for the success or other- 
wise of the fund did not appeal to 
honorary trustees. However, various 
“outside” organisations with exist- 
ing investment facilities have re- 
cently encouraged groups of self- 
employed persons to set up such 
funds. As an example, details of 
the type of fund which is receiving 
the Commissioner’s approval at the 
present time, covering a large num- 
ber of professional men, are as fol- 
lows: 


Each member declares that his in- 
come from personal exertion ex- 
ceeded one-half of his total in- 
come and that his “profes- 
sional” income exceeds one-half 
of his income from personal 
exertion. 


The member may continue to con- 
tribute only while he is able to 
make this declaration. 


If he cannot make the declaration, 
his contributions cease but he 
continues to be credited with his 
share of the fund income until 
age 65 or earlier death. 


Total yearly contributions in this 
case are limited as follows: 


Up to age 44... .. £300 
Over 44, under 55 . £500 


Over 55... .. £1,000 


subject to the further proviso 
that contributions must cease if 
the total amount at credit in the 
fund accumulated at 5% com- 
pound interest, will reach an 
amount of £25,000 at age 65. 
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The Commissioner will not nor- 
mally approve a fund where the 
member may withdraw his 
credit from the fund prior to 
normal retirement date unless 
such withdrawal is necessary 
because of ill health. 


It should be kept clearly in mind 
that although the income of such a 
fund is free of tax and a member, 
in some cases, is permitted to con- 
tribute more than £300 per annum, 
the limitation of the tax deduction to 
£300 per year applies to the aggre- 
gate of such contributions and any 
premiums paid for life assurance, 
sickness and accident insurance, etc., 
in respect of his wife and children. 


Concessions in Respect of Contribu- 
tions Made by Employees 


These are exactly the same as for 
self-employed persons. A member’s 
contributions to a superannuation 
fund (Section 82H) and a special 
fund (Section 23(j)) must be lumned 
together with life assurance pre- 
miums and other items mentioned in 
Section 82H and the sum total of 
these is limited to £300 paid in any 
one year of income. 


It is interesting to note at this 
point that a fund under Section 
82H(b) (i) is not defined and pro- 
vided contributions to such a fund 
are for the personal benefit of the 
taxpayer or his spouse or children, 
he need not concern himself as to 
whether or not the fund has been ap- 
proved by the Commissioner. 


Although self-employed persons 
and employees are treated similarly 
so far as tax concessions in respect 
of their contributions towards retire- 
ment benefits are concerned, retire- 
ment benefits on a substantial scale 
in addition to those set up by an 
employee personally may be pro- 
vided by his employer. 
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Concessions in Respect of Contribu. 
tions Made by Employers 


It is now not uncommon for com- 
panies to arrange for the funding, 
at least in part, of long service leave 
commitments through their super- 
annuation schemes. 


Section 78(1) (c) provides for a 
deduction of payments made as retir- 
ing allowances, gratuities or pen- 
sions to employees, former employees 
or their dependants. Such payments, 
however, are deductible only to the 
extent that in the opinion of the 
Commissioner, they are paid in good 
faith in consideration of past ser- 
vices. Generally speaking, a director 
of a company is not regarded as an 
employee under this section. How- 
ever, if a director can clearly be 
shown .to have acted in a dual 
capacity, for example as managing 
director or secretary, with an actual 
or implied contract of service cover- 
ing his duties in the second capacity, 
then it is likely that he would be 
considered an employee. 


Should such gratuities or pensions 
be funded by means of life assur- 
ances, (so called “key man assur- 
ance” is one form), no taxation con- 
cession is available to the employer 
so far as the premium payments are 
concerned. 

Similar payments made to a per- 
son who is or has been a director or 
shareholder of a private company 
are covered by Section 109. This sec- 
tion provides that amounts paid in 
excess of what the Commissioner 
regards as reasonable will not be an 
allowable deduction and will be 
treated as a dividend. This applies 
to both resident and non-resident 
private companies as defined in Sec- 
tion 105. 

It is therefore possible for public 
companies and (so far as no~ share- 
holding employees are cox.cerned) 
private companies to supplement re- 
tirement benefits under superannua- 
tion schemes which have been funded 
by means of contributions for which 
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the company has obtained a tax de- 
duction, and to claim the additional 
benefit as a deduction, subject to the 
Commissioner’s approval. 


The most important sections in the 
Act relating to superannuation, so 
far as the employer is concerned, 
are Sections 66 and 79. Since 1 July 
1952, the main differences between 
these two sections are:— 


Section 66 covers contributions in 
respect of employees of a tax- 
payer or their dependants. Sec- 
tion 79 refers to contributions 
for employees of a person or 
persons other than the taxpayer. 


Deductions under Section 66 may 
be allowed even if the return 
discloses a loss for tax purposes 
(which may be carried forward 
to be allowed against taxable 
income derived in the succeed- 
ing seven years) but the deduc- 
tion under Section 79 cannot be 
allowed to the extent that it 
would produce a tax loss. 


Deductions under Section 79 can 


be made only in respect of resi- 
dent employees. This restric- 
tion does not apply under Sec- 
tion 66. 


Under both sections a director of 
a company is deemed to be an em- 
ployee. 


Apart from the differences already 
mentioned, the wording of these two 
sections is almost identical. 


These sections permit annual de- 
ductable contributions of £200 or 5% 
of salary (whichever is greater) by 
an employer in respect of each mem- 
ber-employee subject to the follow- 
ing restrictions and extensions. 


The contributions must be set 
aside or paid in the year of income 
as or to a fund — “fund” is inter- 
preted very broadly and is deemed 
to include insured schemes. 


The benefits provided must be 
“individual personal benefits”; gene- 
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ral amenities for employees would 
not satisfy this description. 


The rights of the employees or 
dependants to receive the benefits 
must be fully secured. The meaning 
of “fully secured” has been argued 
on several occasions and it is clear 
that restrictions such as the follow- 
ing would be permitted: 

Forfeiture of benefits on bank- 
ruptcy where the trustees have 
the usual discretion to pay 
either the employee or his de- 
pendants. 

The employer may deduct from 
the benefits debts due to him. 


The employer may recover all or 
part of his contributions if an 
employee leaves the employment 
of his own free will or because 
of misconduct. In this case it 
is usual for such refunds to be 
applied as part of future con- 
tributions to the fund. 


The employer may discontinue his 
contributions to the fund on giv- 
ing due notice. 


The Commissioner examines the 
fuad to satisfy himself that it pro- 
vides individual personal benefits, 
and that the rights of members to 
receive those benefits are fully 
secured, and is usually interested to 
see that the fund is properly safe- 
guarded so far as its investments 
and management are concerned. 


Where the taxpayer is a private 
company and claims a ceduction in 
respect of contributions for an em- 
ployee who was, at any time during 
the year of income, a shareholder in 
the company, the Commissioner will 
examine all the circumstances and 
may disallow that part of the con- 
tributions which in his opinion would 
not have been paid to the fund if the 
employee had not been a shareholder. 
However, provided the employee re- 
ceives a reasonable salary for his 
services in the company’s income- 
earning business, there is generally 
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no difficulty in getting approval for 
a contribution of £200. 


Sub-sections 4 of Sections 66 and 
79 provide the Commissioner with a 
discretion to allow amounts larger 
than £200 or 5% of salary where 
special circumstances exist. A study 
of the Board of Review decisions and 
actual cases approved by the Com- 
missioner reveals that he probably 
takes into account the following 
points, among others, when exer- 
cising his discretion: 

Length of service, 

Proximity to retirement, 


Physical and mental strain caus- 
ing early retirement, 

Responsibilities, special _ skill, 
knowledge, experience or ability, 
etc. 


He will also, it seems, have regard 
to the age of the employee, his 
salary, the retiring age, the nature 
of the benefit, the reasonableness of 
the retirement benefit, and _ the 
amount of the contribution required 
to provide that benefit. The benefits 
provided by the employer for other 
employees may also be considered. 


It is not unusual for a retirement 
benefit at age 65 of between two and 
three times salary to be regarded as 
reasonable, the allowable contribu- 
tion being calculated by dividing 
this benefit by the number of years 
of future service. 


Pensions have been approved on a 
basis under which years of total ser- 
vice and final salary are taken into 
account. For example, a pension of 
half final salary has been approved 
for an employee who will have com- 
pleted 40 years’ service on retire- 
ment. When exercising his discretion 
in respect of pension benefits, it is 
usual for the Commissioner to insist 
that not more than (say) 25% of 
the present value of the pension at 
retirement may be taken in the form 
of cash (with a maximum of £2,500). 
Where it can be shown, however, 
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that the employee is in poor health 
when he retires, it is probable that 
cash in excess of these limits may 
be taken, with a pro rata reduction 
in the amount of the pension. 


While it is impossible to say with 
certainty just what will be approved 
beyond the statutory limits, those 
who have made a close study of the 
Board of Review decisions and have 
dealt with a large number of appli- 
cations, have a good idea of what is 
likely to meet with the Commis- 
sioner’s approval. Specialist advice 
should be taken when planning re- 
tirement benefits, because it is quite 
impracticable for people who are not 
mainly engaged in this work to be 
fully informed of all trends and 
current practices. 


It should be mentioned here that 
any part of a contribution which is 
disallowed under Sections 66 or 79 
cannot be allowed as a deduction 
under any other section of the Act. 


It should be noted also that the 
limitations affecting contributions 
refer to the total of the contribu- 
tions made-by the taxpayer in re- 
spect of all funds to which he con- 
tributes; the statutory maximum in 
relation to any one employee will 
apply to the total of all contributions 
made by the employer for his benefit. 


Where the total exceeds the limits, 
it is for the Commissioner to decide 
in what order he will take the funds 
in determining which particular con- 
tributions will be allowed or dis- 
allowed. 


There are one or two other points 
of difference between Sections 66 
and 79. Section 66 stipulates that 
the employee should be engaged in 
producing assessable income for his 
employer; Section 79 that he be 
merely engaged in his employer’s 
business. 


Section 66 does not require the 
employee to be a resident of Aus- 
tralia either at the time the con- 
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tribution is made or at the time the 
benefit is received. However, under 
Section 79, the employee must be a 
resident when the contribution is 
made but he need not be when the 
benefit is paid. 


Concessions Affecting the Income of 
Superannuation Funds 


The employee or self-employed 
person who contributes to a Section 
23(j) or 23(ja) fund, can claim an 
allowance within the limits of Sec- 
tion 82H. 


The employer who contributes to 
such a fund is limited by Section 66 
or 79 so far as the quantum of his 
contribution is concerned. 


All income received by such funds 
is exempt from income tax. It is, of 
course, the tax-free investment in- 
come which, together with the con- 
cessions relating to contributions, 
makes Section 23 funds attractive in 
some cases for superannuation pur- 
poses. However, the death benefit is 
usually inadequate in the early years 
when it is most needed. 


TAXATION OF BENEFITS 


Self-Employed Persons 


If a self-employed person provides 
for his retirement by means of an 
endowment assurance policy matur- 
ing at his expected retirement date, 
the policy proceeds (including 
bonuses, if any) are not subject to 
tax in his hands. Should he buy an 
annuity with the proceeds, only a 
portion of the annuity payments 
would be taxable as income. This 
would be a “purchased” annuity and, 
under Section 26AA, the purchase 
price, divided by the life expectancy, 
is regarded as an annual return of 
capital. Only that portion of the 
annuity payments which represents 
“interest” is taxed as income. 


Lump sums received by self- 
employed persons from a Section 
23(ja) fund are not taxed. How- 
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ever, if the benefit emerges in the 
form of income (e.g., a pension) 
then it is taxed as income, subject to 
the provisions of Section 26AA. 


Employees 

Should an employee receive a lump 
sum in consequence of retirement 
from or the termination of any office 
or employment (an amount covered 
by Section 78(1) (c), where, for 
example, no superannuation fund 
exists) he is taxed on only 5% of 
such sum under Section 26(d). If 
the payment were made by a private 
company, any part of it which is 
deemed to be a dividend would be 
excluded from this concession. 


A lump sum received on retire- 
ment by a member of a superannua- 
tion fund is taxed as to 5% of it 
under Section 26(d). If the recipient 
then buys an annuity, Section 26AA 
provides that no tax is payable on 
that part of the annuity payments 
which represents a return of capital. 


Had the employee received a pen- 
sion on his retirement, this would 
be taxed in full as income unless he 
had contributed towards the benefit 
and had enjoyed taxation conces- 
sions in respect of his own contri- 
butions. In these circumstances, 
Section 26AA lays down the method 
by which the appropriate adjust- 
ment is made. 


Some superannuation schemes 
provide that the benefit may be paid 
while the member is still in the em- 
ployment after normal retirement 
date. The Commissioner of taxation 
insists that every case must be 
examined on its merits, and the deci- 
sion as to whether the benefit will be 
subject to tax will depend to some 
extent on whether or not the em- 
ployee has a definite right to the 
benefit at the time it is paid as 
distinct from the exercising of an 
option, and on the particular circum- 
stances existing. It appears, how- 
ever, that where the benefit must be 
paid at normal retirement date to 





an employee who continues in em- 
ployment, the benefit would not be 
subject to tax. 


It has been suggested that if there 
is a break in service at normal retire- 
ment date, then the benefit could be 
paid and taxed as to 5% of it under 
Section 26(d). However, if the em- 
ployee were reinstated in his pre- 
vious position at the same salary, it 
is unlikely that this would be re- 
garded as a bona fide retirement. If, 
on the other hand, he came back on 
an entirely different contract of ser- 
vice after a reasonable period, then 
the Commisssioner may not regard 
this as a continuation of his former 
employment. 


There is no general rule, 2t the 
present time, which can be applied 
to these cases. Each one must be 
examined individually by the taxa- 
tion authorities. 


It might be thought that Section 
19 gives the Commissioner power to 
tax in an employee’s hands, contri- 
butions paid on his behalf by the em- 
ployer to a superannuation fund or 
scheme. However, the rights of the 
employee are usually contingent to 
the extent that he may lose the 
benefit in the event of dismissal for 
misconduct, etc. Quite apart from 
the strictly legal position, the Com- 
missioner has agreed that he will not 
insist on the inclusion of such con- 
tributions in an employee’s income 
unless he is of the opinion that part 
of the normal remuneration has been 
diverted into a deferred benefit. 


Employers 

I have mentioned that there is no 
tax concession on the build-up of 
certain funded retirement allow- 
ances. The cash sum, when taken 
into account by the employer, is 
exempt from tax and when it is paid 
over to the employee, it is normally 
allowable as a deduction to the em- 
ployer under Section 78(1) (c) and 
is taxed as to 5% of it in the hands 
of the employee. 
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LONG SERVICE LEAVE 


The rules of many superannua- 
tion schemes now provide for the 
deduction of amounts paid by the 
employer for, or in lieu of, long ser- 
vice leave from the benefits avail- 
able to employees. Provided this 
does not have the effect of catching 
any part of the benefit provided by 
the employee’s contributions for this 
purpose and provided the benefits 
set up under the scheme are sub- 
stantially in excess of the likely long 
service leave payments, then the 
Commissioner will probably still con- 
sider the employees’ benefits to be 
“fully secured” as required by the 
Act. 


This means that when an employee 
leaves the employment after ten 
years’ service (prior to which there 
is no long service leave commitment) 
the employer may deduct from the 
benefit provided by the employer’s 
contributions (only) all amounts 


which are being paid or have been 
paid as payments for long service 
leave or as payments in lieu thereof. 


This reimbursement has been built 
up by contributions which have been 
allowed as deductions under Section 
66 or Section 79 but the amount re- 
funded to the company must be in- 
cluded in its assessable income for 
the year in which it is received. The 
actual payments for long service 
leave can be charged as a business 
expense under Section 51(i) in the 
usual way. Incidentally, provision 
for long service leave has been ac- 
cepted as a “special circumstance” 
for the purposes of Sections 66 and 
79 which will justify the exercise of 
the Commissioner’s discretion. 


General 

When approval under Sections 66 
or 79 is sought, the following in- 
formation should be obtained for 
the Commissioner, quite apart from 
details of the contributions, benefits 
and description of the “fund”. 
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Is the company treated for tax pur- 
poses as a private company or 
a non-private company? 

If the company is treated as a 
private company, then are any 
proposed members _ sharehold- 
ers? 

If so: 

What is the total issued share 
capital? 

What is the value and number of 
shares held by each such mem- 
ber? 

Are any non-shareholding em- 
ployees to be included in the 
fund and, if not at present, does 
the company propose to admit 
any such employees in the 
future? 


Are any benefits otherwise pro- 
vided for non-shareholder em- 
ployees? 


What is the total number of em- 
ployees in the company’s ser- 
vice? 


Just as specialist advice is highly 
desirable when floating a private 
company or setting up an internal 
fund, so the best possible advice 
should be sought when planning an 
insured scheme. An approach may 
be made to a life office representa- 
tive who has made a special study 
of this subject or the services of a 
specialist organisation may be 
sought. 





NOTES ON SELECTED TAX CASES 


PROVISIONAL TAX: 


An attempt was made before 
the High Court to impugn the 
validity of the legislation under 
which a liability for provisional 
tax is imposed. 

In the assessment issued to tax- 
payer for the year ended 30 June, 
1956, an amount of £752 was in- 
cluded, representing provisional tax 
for the year ended 30 June, 1957. 
The Commissioner of Taxation 
brought an action to recover this 
amount, to which taxpayer de- 
murred, claiming that the legislation 
which imposed a liability for pro- 
visional tax was invalid. 


The grounds of demurrer specifi- 
cally relating to the imposition of 
provisional tax were as follows: 

(i) Provisional tax is outside the 

power to make laws with re- 
spect to taxation conferred by 
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By D. C. WILKINS, B.CoM., A.A.S.A. 


Section 51 (ii) of the Constitu- 
tion. 


The law relating to provisional 
tax offends against Section 55 
of the Constitution, which pro- 
vides that laws imposing taxa- 
tion shall deal only with the 
imposition of taxation, and any 
provisions therein dealing with 
any other matter shall be of no 
effect. 


To compel payments in ad- 
vance without providing for 
interest amounts to the ac- 
quisition of property in terms 
that are not just, contrary to 
Section 51 (xxxi) of the Con- 
stitution. 


Further grounds of demurrer were 
taken, which were directed not par- 
ticularly against provisional tax but 
attacked the validity of the Income 
Tax Rating Act, which incorporates 
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the Income Tax Assessment Act, 
thus seeking to “bring down the 
whole edifice of Income Tax”. It was 
claimed that Section 79A of the In- 
come Tax Assessment Act, by which 
residents of certain specified areas 
in Australia obtained a tax deduc- 
tion described as a Zone Allowance 
“in recognition of the disadvantages 
to which they are subject because of 
the uncongenial conditions and high 
cost of living” created (a) discrimi- 
nation between States or part of 
States, contrary to Section 51 (ii) 
of the Constitution or (b) prefer- 
ence to one State or part thereof over 
another State or part thereof, con- 
trary to Section 99 of the Constitu- 
tion. 


The High Court held (Federal 
Commissioner of Taxation v. Clyne 
(1958) 7 A.I.T.R. 220) that the de- 
murrer should be overruled, and 
judgment entered for the Commis- 
sioner for the amount of £752 pro- 
visional tax claimed. 


Dixon C.J., with whom McTiernan 
J. and Williams J, agreed, was of 
the opinion that provisional tax is 
not a separate tax but a liability 
ancillary to income tax, and is not 
outside Section 51 (ii) of the Con- 
stitution. Further, the provisional 
tax system concerns the imposition 
of taxation and does not form 
“another matter”; thus it does not 
offend against Section 55 of the Con- 
stitution. The Chief Justice then 
expressed the view that Section 79A 
of the Income Tax Assessment Act 
would, if valid, involve a preference 
forbidden by Section 99 of the Con- 
stitution once the Rating Act 
operated upon it: consequently, it 
was never within the competence of 
the Parliament to enact Section 79A, 
and as it must therefore be treated 
as void, it never became a valid pro- 
vision of the Income Tax Assessment 
Act. The Rating Act must be con- 
strued as incorporating only what 
has been validly enacted by the legis- 


lature; thus the validity of the Rat- 
ing Act could not be affected by a 
section of the Assessment Act which, 
if it contravened Sections 51 (ii) 
and 99 of the Constitution, would be 
invalid from the beginning. 


Webb J. was of the opinion that 
Section 79A was not invalid, as dis- 
criminating between States or parts 
of States, contrary to Section 51 (ii) 
of the Constitution, or as constitut- 
ing preference, contrary to Section 

9. 


SALES OF SCRAP METAL 


Proceeds from the sales of 
scrap metal, withdrawn directly 
by shareholders of a company, 
were held by the Board of Re- 
view to be income of the com- 
pany and treated as dividends 
distributed. 


A manufacturing company ac- 
cumulated scrap metal, which was 
stored in barrels and periodically 
was purchased by a dealer for cash. 
A receipt for this cash was given to 
the dealer by the company’s ac- 
countant. 


The proceeds of sale were placed 
in the company’s safe, and periodi- 
cally were withdrawn by the tax- 
payer and his brother, who were the 
sole, and equal, shareholders in the 
company. No mention was made of 
the sales of the scrap metal in the 
company’s books, and the income tax 
returns of the company and the 
shareholders were also silent on the 
matter. 


The Commissioner, having dis- 
covered what had been going on, 
treated the amounts received by the 
shareholders as income of the com- 
pany, and as a distribution by the 
company to the shareholders. 


At the hearing before the Board 
of Review (7 C.T.B.R. (N.S.) Case 
77) it was contended for the tax- 
payer that although the proceeds of 
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sale of the scrap metal had been re- 
ceived by the company, there had not 
been any “positive formal act” by the 
company which caused the taxpayer 
to be entitled to the amounts ap- 
propriated by him, so that what had 
occurred was not a distribution by 
the company but a misappropriation 
by the shareholders, and therefore 
the moneys were not income in the 
taxpayer’s hands. 


The Commissioner adopted the 
view that, despite the fact that there 
were no formal records of the dis- 
tributions in the books of the com- 
pany, the amounts taken by the 
shareholders were received inform- 
ally as dividends. Alternatively, 
the moneys extracted from _ the 
barrels represented income to the 
shareholders according to the “ordi- 
nary concepts and usages of man- 
kind”. 

The Chairman of the Board ob- 
served that, as indicated in H. L. 
Bolton & Co. v. T. G. Graham & Sons 
(1956) 3 All E.R. 624, “depending 
on the facts and circumstances and 
the nature of the matter under con- 
sideration, the intention of a com- 
pany can be derived from the inten- 
tion of its officers and agents, and in 
this case, it is clear that what was 
done by the taxpayer and his brother 
who were in control of the company 
can be taken to have been an act of 
the company”. 


It was held that the amounts in- 
cluded in taxpayer’s assessments 
were distributions by the company, 
and thus correctly taxed as “divi- 
dends.” 


Amended assessments had been 
issued against the company, includ- 
ing the income omitted, and against 
the shareholders, including the “divi- 
dends” distributed. In each case 
additional tax for omitted income 
had been charged at 50% of the tax 
avoided. The Board considered that 
no reduction of the penalties charged 
was warranted. 
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PAYMENTS TO PROFESSIONAL 
CRICKETER: 


The English Court of Appeal 
held that collections made at 
cricket matches for the benefit 
of a Lancashire League profes- 
sional represented a profit aris- 
ing from his employment under 
Schedule E of the United King- 
dom Finance Act. 


In the August 1958 issue of The 
Australian Accountant, the United 
Kingdom case of Wright v. Boyce 
(Inspector of Taxes) (1958) 1 All 
E.R. 864 was discussed. It was 
decided by the English High Court 
in that case that Christmas gifts 
made to a huntsman in appreciation 
of his services to the hunt club 
formed part of his income subject to 
tax. 


The case of Moorhouse (H.M. In- 
spector of Taxes) v. Dooland (1954) 
36 T.C. 1 concerned one Bruce Doo- 
land, who was employed as profes- 
sional by a cricket club. His em- 
ployment was governed by an agree- 
ment which provided amongst other 
things that “collections shall be made 
for any meritorious performance 
with bat or ball’ in accordance with 
the rules of the Lancashire Cricket 
League. These rules stated that a 
collection should be taken for any 
player scoring 50 runs or more in 
any one innings in one particular 
match, for any professional taking 
six wickets for 30 or under, seven 
for 35, eight for 40, nine or ten 
wickets at any-cost, and for any 
player taking the hat trick. 


The collections which had been 
taken for Mr. Dooland in the year 
of income concerned amounted to 
£48. Both his representatives, and 
the Crown, obviously considered that 
the principle involved was of such 
importance that no effort should be 
spared to have the matter settled at 
a high judicial level. 
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The amount of £48 was included 
in Mr. Dooland’s assessment for the 
year 1951-52. He appealed to the 
General Commissioners of Income 
Tax, who decided that the amounts 
received were not income. The 
Crown was dissatisfied, and a case 
was stated for the opinion of the 
Chancery Division of the High 
Court. 


Harman J. did not appreciate the 
necessity for bringing the case, for 
in his judgment he said: “This case 
has been an unconscionable time a- 
trying. I have listened with a 


patience which, I am afraid, has 
worn more thin as the hours suc- 
ceeded one another, to a very nice 
exercise in dialectic by both counsel 
who have addressed me; and what 
is the subject matter on which they 
have spent so much forensic skill? 
£20. 


“IT seem to have observed lately, 
though I hope I am mistaken, a 
tendency on the part of the Crown 
to spend time catching the financial 
sprat while the mackerel swims free 
in the ocean; it is easy enough to 
make these demands and often diffi- 
cult enough to decide whether the 
demands are right, but I cannot help 
thinking it would be more profitable 
to the general body of the taxpayers 
if those more elusive gentry were 
investigated who, to the wrath of 
many law-abiding citizens, appear to 
pay less tax than they ought. It is 
said that this is a test case, but I do 
not think the test is a very large one. 
There were, as I understand it, 
around sixteen professionals playing 
in the Lancashire League. Those six- 
teen occasionally get a collection on a 
Saturday afternoon. The taxation 
of such trifles will hardly pay the 
legal expenses of a case of this sort. 


“Having said so much I bend my 
mind to the not inconsiderable prob- 
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lem in law which confronts me in 
this case.” 


The Judge disagreed with the view 
of the Crown that the payment was 
part of Mr. Dooland’s remuneration 
to which he was entitled under his 
contract of service. His comments 
on this aspect are also of interest: 
“Under the very extraordinary rules 
of this League anybody who per- 
forms the feats prescribed by the 
rules is entitled to have a collection 
made, entitled because all the clubs 
are bound by the rules of the League 
and the rules say so. The amateur 
batsman, having gone in and made 
51, takes off his cap and goes round 
the crowd saying: ‘What a skilful 
batsman am I; and he may or may 
not get £2/4/3 or whatever it is. 
How he retains his amateur status is 
not a matter for me, but for Lanca- 
shire; I understand they know how 
to do these things in that part of the 
world. Presumably the sum is 
treated not as payment but as a 
personal tribute. The fact that an 
amateur may become entitled ex- 
plodes the theory that this right 
arises to the professional by con- 
tract. It arises because he plays in 
the League. His employers could not 
stop him except by contract and then 
they would be breaking the League’s 
rules. He is entitled, quite apart 
from his contract of service, to send 
his hat round or to have his friends 
send it round for him when he per- 
forms any of these feats. Conse- 
quently, it does not seem to me right 
to say that the thing is either rooted 
in contract or governed by it. It is 
true that the contract mentioned the 
collections, but that merely, if any- 
thing, confines, not enlarges, the 
right which the rules give to the 
player. The contract rightly says he 
is entitled to collections in accord- 
ance with the rules; therefore it 
does not seem to me that that com- 
paratively simple way out of the 
difficulty will do.” 
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The Judge finally held that the 
collections were not taxable, but 
once again the Crown was not satis- 
fied, and the case finally came before 
the Court of Appeal. Without dis- 
sent, the Judges of the Court of Ap- 
peal held that the collections should 
be included in taxable income. Mr. 
Dooland, it was considered, was con- 
tractually entitled to the benefit of 
the collections taken up on the 
cricket grounds where he played, if 
he fulfilled the conditions of his em- 
ployment. The collections were not 
personal tributes, but a profit arising 
from his employment as the pro- 
fessional of the East Lancashire 
Club. 


LOSS FROM FORGERY 


Losses incurred as the result 
of the forging of cheques by an 
accountant employed to write up 
books were allowed as a deduc- 
tion under Section 51 of the 
Income Tax Assessment Act. 


The taxpayer, in the Board of Re- 
view case reported in 7 C.T.B.R. 
(N.S.) Case 79, conducted two busi- 
nesses, that of a dairy farmer and a 
butcher. He engaged a company 
specialising in preparing income tax 
returns to write up his books from 
which the returns would be compiled. 


The books were, periodically, 
handed over to an employee of the 
company who visited a nearby town; 
among the books were taxpayer’s 
cheque books, which normally con- 
tained some unused cheque forms. 


Over a period of seven months 
from March to October 1952, the 
employee of the company removed 
several unused forms from the 
cheque books, forged taxpayer’s 
signature, and negotiated them 
through his bank account. The 
amount so debited to taxpayer’s busi- 
hess account totalled £2,623. The 
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employee was convicted of forging 
and uttering, was sentenced to three 
years’ imprisonment, and taxpayer 
obtained no restitution or compensa- 
tion for his loss. 


The Board, in giving its decision, 
referred frequently to the case of 
Charles Moore & Co. (W.A.) Pty. 
Ltd. v. Federal Commissioner of 
Taxation (1956) 6 A.I.T.R. 379 (re- 
ported in these notes in the May 
1957 issue) which was concerned 
with losses incurred by a company 
as a result of armed robbery from 
its employees while transporting the 
day’s cash takings to the bank. 


In the present case, it was con- 
sidered that the occasion of the losses 
was the forgery by the employee of 
the accountancy company engaged 
to write up the taxpayer’s books. 
“The Board is not concerned with 
the frequency, expectedness, likeli- 
hood of occurrence, or the antecedent 
risk of the losses being incurred, but 
to their nature or character. What 
matters is their connection with the 
operation which more directly gained 
or produced the assessable income.” 


The keeping of the books for the 
purpose of preparing the taxpayer’s 
income tax returns was regarded as 
an essential or at least highly ex- 
pedient part of the conduct of the 
business, as was also taxpayer’s use 
of the bank’s facilities. The forging 
of cheques is a familiar and recog- 
nised hazard to be faced when a 
cheque account is kept. Consequently 
the losses incurred were considered 
to be related to activities incidental 
and relevant to the income-producing 
operations. 


The losses were held to have been 
incurred when the forged cheques 
were debited to taxpayer’s account. 
It was held therefore that the loss 
incurred during the year ended 30 
June 1953 (the year of claim), viz. 
£1,392, was an allowable deduction 
under Section 51 (1). 
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FINANCIAL NOTES 


LTHOUGH the Federal elections 
were fought largely on econo- 
mic grounds the business and finan- 
cial worlds took remarkably little 
interest in them. This was due to 
some extent to the definite feeling 
that there would be no change in the 
Government and also, possibly, to 
the fact that there was no great dis- 
satisfaction about internal economic 
conditions. 

However, it is good that the elec- 
tions are over. Now we can return 
to a state of reality. There isn’t too 
much objectivity in an election cam- 
paign and for months the statements 
of political leaders have been elec- 
tion-tinged. Now, perhaps we can 
examine calmly the significance of 
the major fall in this year’s export 
income and its possible effects on the 
internal economy, and _ consider 
whether the New Year will bring a 
need to stimulate local business. 


+ * * 


The national economy is still very 
much dependent on wool despite at- 
tempts to diversify our export pat- 
tern. In fact, the dependence on 
wool has increased since the war. 
The point was made in the latest 
monthly survey of the National Bank 
that, by virtue of steadily increas- 
ing production, wool accounted for 
about 40 per cent. of our export 
trade in the past five years, com- 
pared with 33 per cent. in the im- 
mediate post-war years. 

The situation has been highlighted 
by the estimate of a £100 million fall 
in wool income this financial year if 
prices remain at current levels. Why 
are wool prices weaker? According 
to the bank, the main feature of the 
situation is in the widespread decline 
in consumption at the mill level. 
Here is the position as seen by the 
bank’s observers: 
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By R. F. ARTHUR, A.A.S.A. 


@ In the U.K., the current rate of 
mill consumption is estimated to be 
about 10 to 12 per cent. lower than 
a year earlier. There is a lack of 
confidence within the British trade, 
while U.K. exporters have run into 
tariff difficulties in their North 
American markets and, near home, 
they are experiencing keener com- 
petition from Italy. 


@ In Japan, consumption in the 
first six months of this year was 23 
per cent. lower than in the corres- 
ponding period of 1957. 


@ In Europe, mill consumption 
has been running at a lower level 
and production in sections of the 
French, Belgian and German woollen 
industries has slowed down. 


@ In the United States, the decline 
became apparent much earlier than 
elsewhere, it being one of the first 
indicators of a contraction in domes- 
tic business activity in that country. 


¢ + + 


In considering the more optimistic 
angles, the bank made the observa- 
tion that the present level of mill 
consumption certainly appeared to 
be lower than justified by current 
purchases of wool apparel. If, in- 
deed, the reduced demand is due to 
an inventory recession alone, re- 
plenishment of depleted stocks should 
not be too far away and primary 
markets might expect a correspond- 
ing revival in demand. 


Moreover, the revival in demand 
could develop during the current 
season. There could be a stimulat- 
ing effect from the present recovery 
in the American economy. But, look- 
ing to the future, the bank was less 
optimistic. 
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The expectation was for a ten- 
dency for wool prices to fluctuate 
around a level below that which has 
prevailed during the past decade. To 
some extent, increased production 
will help raise total proceeds. But, 
according to the bank, the overall 
effect could be that wool may not be 
such a buoyant export as has been 
the case hitherto in the post-war 
period. 


. * * 


However, the past month saw a 
new national hope arise—the possi- 
bility of a commercial find of oil in 
Papua. The oil flow from the Puri 
well came at the eleventh hour as 
far as the big companies were con- 
cerned. They had signified their in- 
tention of withdrawing from the 
area at the conclusion of the current 
drilling programme and, in fact, had 
already begun to sell equipment and 
cut staff. Now, it can be expected 
that there will be a new enthusiasm 
by these organisations and an ex- 
tensive proving of the optimistic 
indications at Puri. 


Briefly, the Papuan set-up is that 
the operating companies in the area, 
Australasian Petroleum Co. Pty. Ltd. 
and Island Exploration Co. Pty. Ltd., 
are owned 45 per cent. each by 
British Petroleum and Vacuum, and 
10 per cent. by Oil Search Ltd., a 
public company listed on the Aus- 
tralian Stock Exchanges. Oil Search 
itself had intended to attempt to keep 
the search alive by raising further 
funds through a new company. Now, 
it seems, this idea may be shelved 
but the big organisations could con- 
sider giving the Australian company 
a bigger proportionate interest. 


The intense Stock Exchange ac- 
tivity at the time of the oil flow, and 
the subsequent pessimism following 
the reports of water which later 
came from the well, tended to obscure 
the real significance of the find. The 
Puri find was not just another inte- 
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resting development in Papua. It 
had sufficient importance to make 
the world-wide oil companies change 
their plans and, probably, to sink 
further millions of pounds into the 
area. 


While it might be argued that the 
initial upward surge of the share 
market was not justified, so too 
might it have been said that the 
subsequent gloom on the water re- 
port was not logical. The oil flow 
proved the presence of oil but the 
one Puri well did not mean neces- 
sarily the existence of a commercial 
oil field. Whether water was en- 
countered or not, no real opinion on 
the field’s worth could have been 
given until the extent of the deposit 
had been tested by further drilling. 
The position is, therefore, relatively 
unaltered by the presence of water 
—there will still have to be a pro- 
gramme of drilling. 


From the national point of view, 
it was the best news we could have 
had. There was a grave risk that 
the search for oil in Papua might 
have died out, and with it, of course, 
would have gone a lot of public en- 
thusiasm for mainland oil prospect- 
ing. Now, whatever comes ef Puri, 
there will be renewed interest in the 
area—certainly the search will go 
on. There is increased interest on 
the part of the Commonwealth 
Government (which implies further 
practical assistance) and already 
there are indications that further 
large organisations are willing to 
come in and prospect the area. 


There is every chance of the Puri 
find proving to be a commercial pro- 
position. But, whether it does or 
not, it now seems certain that in- 
tensive prospecting of the Papuan 
field will continue. 


+ * + 


Most stockbrokers will tell you 
that the important factor in share 
prices today is the steady buying by 
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institutions. This strong under- 
pinning of share prices has resulted 
in a virtual independence of the 
share market. Share prices have 
been strong in the face of happen- 
ings which in “normal” times would 
have caused market tumbles. The 
usual dip in prices which has fol- 
lowed any adverse influence has been 
short-lived because cheaper prices 
have only served to increase the 
activity of buyers. 

This new characteristic in the Aus- 
tralian share markets—the tendency 
for prices to move against the trend 
of commodity prices, the traditional 
measuring aids—was commented on 
in the annual report of the chairman 
of the Stock Exchange of Melbourne, 
Mr. G. Noall, who added some 
interesting facts to the argument. 
He estimated that the institutions, 
life assurance companies, provident 
and superannuation funds, and unit 
trusts were taking between £15 and 
£20 million in quotable securities 
from the regular market. 

The trend is relatively new. The 
institutions have changed their poli- 
cies away from fixed interest type 
securities to the investment of large 
proportions of their funds in leader 
and near-leader equity stocks. 

There is another important factor 
in the market’s strong technical 
position. That is the increasing 
trend for listed companies to raise 
money by the issue of debentures or 
unsecured notes rather than to em- 
ploy the traditional method of issu- 
ing ordinary shares. 

This makes the strong market 
front obvious—increased demand set 
against reduced supply. Added to 
this is the general tendency for in- 
vestors to ignore the short-term 
problems and to look primarily at 
the country’s long-term prospect — 
the inevitable expansion from the 
growth in population. 

- + 

One of the biggest penalties for a 
company for having its shares 
quoted on the Stock Exchange is the 
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high cost of maintaining a share 
register. In Australia, the Exchanges 
do not permit the charging of a fee 
for registering transfers. Lately 
some thought has been given to the 
problem overseas with some atten- 
tion being given to the possibilities 
of “bearer” shares. The idea has its 
problems—the chances for fraud 
would probably be heightened, and 
the companies would suffer to some 
extent by not knowing the identities 
of their own shareholders. However, 
the scope for savings in costs is so 
great that the idea has been ex- 
plored. 

Lately, the “bearer” school of 
thought has been given some en- 
couragement by the approval by the 
British Treasury of bearer shares 
used to encourage workers to invest 
in shares. Companies are permitted 
to change part of their issued capital 
to bearer shares provided these units 
do not have a nominal value exceed- 
ing £5; that they are not quoted on 
the Stock Exchange; and that there 
is protection against bearer shares 
being used to take currency out of 
the country. 

The idea, sponsored by a British 
organisation, Aims of Industry, en- 
visages sponsoring companies set- 
ting up, and financing “shop” com- 
panies. The shop companies pur- 
chase shares on the open market, 
which are then converted to bearer 
shares and made available for resale 
to wage earners. 

There is no limit on transfera- 
bility, except where currency regu- 
lations would be involved. The big 
advantages to the public are the ease 
of transfer and the saving in duty 
when transfers are effected. 

As it now stands, the new develop- 
ment seems to have its greatest ad- 
vantage for those companies want- 
ing to make easier worker invest- 
ment in their own companies. And, 
for those thinking further ahead, it 
could mean a wedge to help reform 
= whole conception of share trans- 
ers. 
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MARGINAL COSTING 


Reconciliation of Theory and Practice 


By K. J. ARKWRIGHT, Ass. COMMERCE P.T.C., A.A.S.A., A.C.A.A, 


Before discussing the theoretical 
basis for marginal costing, it should 
be stressed that accounting, and es- 
pecially cost accounting, is an 
applied social science. Its main ob- 
ject is not to discover the theory of 
costs for its own sake, but to find 
ways and means to usefully apply 
this theory in practice. 

The cost accountant is not the 
“scorer” who presents manage- 
ment with a financial analysis after 
the event. The task of the cost ac- 
countant is to analyse the financial 
structure of a business with a view 
to equiping management with the 
tools to enable it to reach decisions 
which will help to maximise the eco- 
nomic return from a business. 

The object of carrying on a busi- 
ness is to make a profit, and there- 
fore the value of a marginal cost 
system is to give management infor- 
mation, enabling it to reach 
decisions regarding costs and prices 
which will help to achieve the op- 
timum profit. 

Marginal costing, by dividing 
costs into those which are a con- 
stant ratio to sales and those which 
are a constant quantity, claims the 
following advantages over absorp- 
tion costing. 

It assists to determine net profit 
by a simple calculation for every 
given sales volume. 

It assists to predict the effect on 
net profit of changes in price and 
volume. 

It assists to determine the selling 
price at which profit will be maxi- 
mised. 

It assists to determine the contri- 
bution towards overhead recovery 
of the various sections of the busi- 
ness. 
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The differences between marginal 
and absorption costing include :— 

Absorption costing divides costs 
into direct and indirect costs, whilst 
marginal costing divides costs into 
marginal and fixed costs. 

Absorption costing defines total 
profit as the added individual profits 
from the sale of each product, whilst 
marginal costing defines total profit 
as the excess of total marginal con- 
tributions over the solid barrier of 
fixed establishment expenses. 


Absorption costing classifies total 
costs as those costs which can be 
directly assigned to each product 
plus a share of the indirect cost 
which cannot be identified with each 
product but which is distributed 
over the products on some arbitrary 
basis, whilst marginal costing classi- 
fies costs into those costs which 
depend on the quantity of produc- 
tion and those which have no de- 
pendence on the quantity of pro- 
duction. 

Absorption costing classifies costs 
according to the way in which they 
may be identified with the product, 
whilst in marginal costing fluctuat- 
ing and fixed costs do not mix. The 
former are costs necessary to pro- 
duce additional units, whilst the 
latter are independent of the quan- 
tity of production and are costs of 
being in business to be incurred 
regardless of the levei of activity. 

To achieve its objectives, a margi- 
nal cost system must comply with 
the following: Variable overhead 
must be a fixed ratio to sales; Fixed 
overhead must be a fixed quantity; 
All costs belonging to an accounting 
period should be charged thereto 
and overhead over-or-under-absorp- 








tions must be eliminated. The cal- 
culations required to predict net 
profit and to classify costs must be 
simple. 

Before it can be hoped to derive 
the maximum benefit from marginal 
costing, it is imperative to fully 
understand the theoretical depend- 
ence between costs of production 
and quantity of production. It is 
necessary to extend our thinking 
beyond the textbook horizon of 
fixed, variable and _  semi-variable 
costs. 

It is essential for progress to 
find the laws of cost behaviour by 
the inductive method rather than 
attempting to squeeze reality into 
the pre-established framework of 
laws which are so far removed from 
reality. 

The scale of costs is not limited 
to variable, fixed and semi-variable; 
we have to differentiate between 
unitary variable, non-unitary vari- 
able, cost of reserve capacity, per- 
fectly fixed, periodical independent 
costs, and perfectly independent 
costs. 

Costs cannot be classified rigidly 
and the above categories are not 
watertight departments, but there 
is an inter-relationship between the 
various types of costs owing to the 
“time-volume paradox”. 

There is difficulty of classification 
brought about by the problem of a 
time lag between the impact and the 
incidence of costs and the forced 
purchase of reserve capacity, owing 
to the lack of divisibility of some 
cost items. 


THEORETICAL ANALYSIS OF 
COSTS 


It has been expressed above that 
in theory we must differentiate be- 
tween more than the three cost 
categories, namely variable, semi- 
variable and fixed. The following 
classification shows the various cate- 
gories of cost which emerge if costs 
are related to volume. 
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Variable Costs 

Variable costs are costs which 
respond to any variation in the 
volume of production. We can 
differentiate between two major 
types of variable costs. 

Unitary Variable Costs increase 
by one cost unit with each increase 
of one production unit. 


We must realise that unitary 
variable costs only exist in the 
textbook but are hardly ever en- 
countered in practice. Examples for 
unitary variable costs are generally 
raw materials and direct labour. 
Whilst for practical purposes these 
costs may sometimes be called uni- 
tary variable, it must be realised 
that some of the factors listed be- 
low do, in most cases, affect the 
theoretical truth of classifying these 
costs as unitary variable. 


The unit cost of raw material will 
fall with increased volume of pro- 
duction due to: Quantity discounts; 
Purchasing direct from manufac- 
turer instead of wholesaler or 
merchant: Having a sufficient quan- 
tity of wastage to warrant its eco- 
nomic disposal or its usage for the 
production of a by-product; The 
reduction of spoilage due to in- 
creased production experience; and 
reduction of usage due to inherent 
economics in the production process; 
e.g., the quantity of paint used 
when spray painting articles will de- 
crease when a large number ‘is 
painted in one colour and _ will 
increase when a small number is 
painted in various colours due to 
wastage of paint when cleaning the 
spray painting equipment. A 
foundry, operating electric furnaces, 
will use less electricity per ton of 
metal produced if the volume of pro- 
duction warrants 24 hour shifts, 
than when the furnace is run in 
eight hour shifts, due to the elec- 
tricity wasted on re-heatir> ine cold 
furnace on starting up. 
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The unit cost of direct labour will 
fall with the increased volume of 
production due to: increasing skill 
and experience of the process 
workers; the economic application of 
jigs and improved tooling; the adop- 
tion of production-line-methods; the 
possibility of using the right type of 
labour for each part of the process, 
instead of higher priced labour for 
various processes, e.g., a small 
volume of production will make it 
necessary to use a fitter for fitting, 
as well as on unskilled operations, 
whilst increased volume of produc- 
tion might warrant the employment 
of full-time unskilled labour on un- 
skilled processes and skilled labour 
only on fitting jobs, thus reducing 
the labour-cost per unit. 


Non-unitary Variable Costs. Non- 
unitary cost increases by more (or 
less) than one cost unit with each 
increase of one production unit. 


Whilst the relationship between 
unitary variable costs and volume 
could be graphically presented by 


a straight line, the relationship be- 
tween non-unitary variable costs and 
volume would have to be expressed 
by a curve. 


The type of curve will depend on 


the nature of the cost item, and 
whilst there is actually no limit to 
the number of different families of 
curves which could represent the 
relationship between volume and 
non-unitary variable costs, we 
would find in practice that these 
data could be usually described by 
any one of the following four fami- 
lies of curves: 


The second degree parabola. 
The semi-logarithmic curve. 
The logarithmic curve. 
The reciprocal curve. 


The significant feature of all types 
of variable costs is that there is a 
lawful dependence between the 
volume of production and the cost 
of production and that every change 
in the quantity produced effects a 
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corresponding change in the cost of 
production. 

A typical example for a non- 
unitary cost item would be the cost 
of compressed air used to drive 
machinery in a factory. Every in- 
crease in production would bring 
about an increased work load on the 
compressors, and thereby an in- 
crease in electric power costs. As, 
however, the air pressure has to be 
kept at a certain level, it will be 
appreciated that the efficiency of the 
system decreases with decreased off- 
take. Cost will therefore decrease 
with a drop in the volume of produc- 
tion, but the decrease will not be a 
unitary one. 

It must be realised that fluctuating 
overhead is made up by a great num- 
ber of variable expense items, and 
each one will follow either a straight 
line or any of the above four curves. 


Whilst it is theoretically possible 
to calculate the percentage of fluc- 
tuating overhead for any given level 
of activity, it must be realised that 
the number of factors to be taken 
into consideration is generally in 
practice too great to warrant mathe- 
matical calculation of the fluctuating 
overhead percentage. 

However, the difficulty of calcula- 
tion and practical application does 
not invalidate the principles in- 
volved, and it is therefore intended 
to proceed with a further discussion 
of the theoretical principles of mar- 
ginal costing before investigating 
the limitations of applying these 
principles to practice. 


Fixed Costs 

Fixed costs are costs which do not 
respond to changes in the volume of 
production but which vary with the 
passing of time. 

We can differentiate between two 
major categories of fixed costs: 

Costs of Being in Business. These 
costs could also be called perfectly 
fixed costs. “Costs of being in busi- 
ness” are all cost items which can 
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only be eliminated with the winding- 
up of the business unit. They re- 
main unchanged regardless of the 
volume of production and they can- 
not be avoided even if production is 
nil. 

Examples for such cost items are: 
rent of business premises; cost of 
land tax and municipal rates; 
business registration fees, etc. 


Costs of Reserve Capacity. These 
costs are fixed for a certain range of 
production. They have to be neces- 
sarily incurred to cater for short- 
term fluctuations in the level of 
activity. They represent the cost of 
the reserve production capacity re- 
quired for carrying on business at 
the required level. 


For example an office staff of ten 
employees in a certain type of busi- 
ness may be capable of dealing with 
the administrative work necessary 
for a production between 10,000 
units and 100,000 units. It must be 
assumed that under normal condi- 
tions production will fluctuate with- 
in the above two limits. It is there- 
fore correct to classify the cost of 
reserve capacity as a fixed cost, as 
for all practical purposes a change 
in the volume of production does not 
affect the amount of office cost, in 
the above cited case. 


In the scale of costs, the position 
of costs of reserve capacity is be- 
tween perfectly fixed costs and non- 
unitary variable costs. Whilst the 
cost of reserve capacity is perfectly 
fixed for a certain level of activity 
(in the above case between 10,000 
and 100,000 units) it must be 
realised that any changes outside 
this level will effect a change in the 
costs of reserve capacity. 


If we relate the cost of reserve 
capacity to fixed costs, we must limit 
the statement that this type of cost 
is a fixed cost by saying that it is 
fixed only over a certain range of 
production, and if we relate the cost 
of reserve capacity to variable costs, 
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we must again limit this statement 
by saying that a _ considerably 
greater than unitary change in the 
volume of production is required to 
be of any effect on the cost of re- 
serve capacity. 


In this classification the cost of 
reserve capacity has been classified 
under fixed cost, because in practice, 
the range within which the volume 
of production can fluctuate without 
affecting the cost of reserve capacity 
is such, that the volume of produc- 
tion should not move outside these 
limits. 

Typical for all fixed costs is, that 
the major factor responsible for the 
accrual of fixed costs is the passing 
of time. Some fixed cost items in- 
crease with the number of working 
days (e.g., factory lighting) ; others 
increase with the number of calen- 
dar days (interest), and others 
again accrue with calendar months, 
e.g., rent. The fact that the various 
items of fixed costs accrue through 
the above three varying time fac- 
tors, will be discussed later. 


Independent Costs 


These are costs that change in- 
dependently from any changes in 
the volume of production or the 
passing of time. We can differenti- 
ate between two major types of 
independent costs: 


Irregular Independent Costs. This 
item may also be called perfectly 
independent costs. Characteristic 
for an irregular independent cost is 
that it is completely irregular in 
amount and in frequency. It does 
not in any way follow the level of 
production, nor does it in any way 
accrue with the passing of time. 


Examples of irregular independ- 
ent cost items are:—Gain or loss 
arising from the revaluation of 
stocks (a business operating a stand- 
ard cost system and_ valuing 
inventories at standard cost might 
choose to revalue “stocks on hand” 
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to agree with changes in the stand- 
ard unit cost. Gains or losses result- 
ing from such revaluation will 
depend on market conditions, import 
duties, ete. They will be irregular 
in frequency and amount). Fire and 
other losses not covered by insur- 
ance. 


Periodical Independent Costs. 
These are costs which do not accrue 
with the passing of time, nor do 
they have any relationship to the 
volume of production. Their amount 
cannot be forecast by calculation. 
They do, however, occur periodi- 
cally, and although the exact time 
of the occurrence and the exact 
amount cannot be predicted, they 
must be expected to occur periodi- 
cally. 


The following cost items are ex- 
amples for periodical independent 
costs: factory heating —the occur- 
rence and the amount will depend 
on the severity of the winter; reticu- 
lation costs for market gardeners— 
the occurrence and the amount will 
depend on seasonal climatic condi- 
tions; depreciation of obsolete and 
slow moving stocks—the occurrence 
and the amount will depend on 
changes in customers’ demand and 
skill in buying, etc. 


Periodical independent costs 
should be positioned in the scale of 
cost items between fixed costs and 
irregular independent costs. Whilst 
they are irregular as far as their 
magnitude and the span of time be- 
tween their occurrence is concerned, 
it must still be recognised that they 
re-occur through the passing of 
time. 


Relationships Between Costs of 
Different Categories 


Impact and Incidence of Costs. 


When classifying costs into the 
various categories, it must be borne 
in mind that the impact and the 
incidence of the cost does not always 
coincide, and to do justice to a mar- 
ginal cost system, costs should al- 
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ways be classified according to their 
incidence, and not in accordance 
with the impact. For example: 


If major building maintenance 
costs and major machine mainten- 
ance costs were classified in accord- 
ance with the impact of the cost 
occurrence, they both would have to 
be grouped as irregular independent 
costs, whilst if they were grouped 
in accordance with the incidence 
thereof, major building maintenance 
costs would have to be classified as 
fixed costs as they accrue with the 
passing of time and major machine 
maintenance costs would have to be 
classified as variable costs as they 
depend on the volume of production. 


The Time-Volume Paradox. When 
defining variable and fixed costs, it 
has been stated before that changes 
in the amount of variable costs are 
affected by the quantity factor, and 
changes in the amount of fixed costs 
are affected by the time factor. 


It is, however, necessary’ to 
qualify these definitions by calling 
a variable cost a cost where changes 
are predominantly brought about by 
the influence of the quantity factor 
and by calling a fixed cost a cost 
where changes are predominantly 
brought about by the time factor. 
There is a certain inter-relationship 
between these two factors. Variable 
and fixed costs must therefore be re- 
defined as follows: 


A variable cost is a cost which 
responds greatly to a relatively small 
variation in the quantity of produc- 
tion, and does not respond much to 
the effluxion of a relatively long 
period of time. 


A fixed cost is a cost which re- 
sponds greatly to the effluxion of a 
relatively short period of time and 
does not respond much to a rela- 
tively large variation in the quan- 
tity of production. 


This_ inter-relationship between 
the quantity factor and time factor 
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is brought about by the fact that all 
production takes time and all time 
during the existence of a business is 
filled with production. This state- 
ment will hold true with the excep- 
tion of the two extreme cases where 
production is nil or infinite and these 
two cases have no bearing on the 
practical application of the above 
principles. 


The above statements show clearly 
that there is no difference between 
the essence of a variable and a fixed 
cost. The division of costs into vari- 
able and fixed is rather a matter of 
degree than a matter of principle. 
Both types of costs are affected by 
the quantity as well as the time 
factor and they can only be distin- 
guished by the predominant effect 
of one or the other factor. 


Whether a cost is classified as 
variable or fixed, depends therefore 
on the time-quantity ratio. 


The following example shall serve 
to illustrate the above principles: 


A certain production process re- 
quires an automatic grinding 
machine. The life of the machine 
is estimated to be fifteen years. The 
life of a grinding-wheel used in the 
machine is equivalent to 20,000 
products. The machine is capable of 
grinding 1,000 products per hour. 
It follows from the above figures 
that the grinding-wheel will be used 
up in production in 20 working 
hours, if the machine works at full 
capacity, and the machine will be 
used up in fifteen years. There is 
no difference in principle in the 
cost of the two items; both the 
machine and the grinding-wheel are 
used up in production and yet in 
practice one would classify the cost 
of the grinding-wheel as a variable 
expense, whilst one could classify 
the depreciation of the machine as a 
fixed expense item, because of the 
difference in the time-quantity re- 
lation. 
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Divisibility of Costs. Another fac- 
tor to be considered when classifying 
costs is the divisibility of cost. It 
must be realised that goods and 
services cannot always be purchased 
in conveniently small units, and that 
the lack of divisibility of cost might 
necessitate forced purchases of re- 
serve capacity. 


Many cost items have to be classi- 
fied as fixed costs, although they are 
theoretically variable, due to the 
fact that they are not readily divi- 
sible, and that an involuntary pur- 
chase of reserve capacity has to be 
made. 


For example, direct labour is 
theoretically a variable cost. Direct 
labour cannot always be purchased 
in the required varying quantities, 
and it is, in most cases necessary to 
maintain a steady labour force to 
assure continuous production. Direct 
labour in the above case is therefore 
more like a fixed than a variable 
expense. An involuntary purchase 
of reserve capacity takes place 
whenever the quantity produced 
falls below the maximum capacity 
output of the labour force employed, 
and an essentially variable cost be- 
comes a fixed cost due to its lack of 
divisibility. 


Limitations of Marginal Costing 


It must be recognised that margi- 
nal costing is not the perfect 
solution to all costing problems, and 
that the following factors can make 
it difficult to apply the principles of 
marginal costing in practice: 


The violent fluctuation in ratio in 
which products with different mark- 
ups contribute to the total sales 
value. The percentages of variable 
costs to sales can thereby vary, due 
to changes in the base-figure of the 
percentage calculation, and not due 
to the ratio between variable costs 
and the volume of production. 


A relatively high ratio of inde- 
pendent costs to total costs. 


The Australian Accountant, December, 1958 











ae fore ee ms oe re hr lClC li 


= 





ing 
It 
and 


hat 
ght 
re- 


ssi- 
are 
the 
ivi- 
ur- 

be 


is 


sed 
ies, 
r to 


ore 
ble 
ase 
ace 
ced 
ity 
red, 
be- 


‘gi- 


und 
ake 
of 


in 
rk- 
les 
ble 
jue 
the 
jue 
sts 


de- 


958 











A relatively high ratio of non- 
unitary variable cost with greatly 
diverging cost curves. 


Management’s fear of presenting 
boards of directors with red figures 
and the consequent manipulation of 
costs to achieve the required profit 
figure. 


Criticism of Terminology 


The differences in theory between 
absorption and marginal costing 
require clear definitions and a sen- 
sible terminology. Therefore, the 
following criticisms need to be ex- 
pressed. 


Direct cosi.ng, as an alternate 
name for marginal costing, is a mis- 
nomer, as the significant feature of 
marginal costing is the ratio of costs 
to the quantity produced, and not 
the possibility of identification with 
the product. For example: a jig 
necessary for the production of a 
certain article is a direct cost, as it 
can be directly identified with the 
product, but in marginal costing it 
would be classified as a fixed cost 
as it does not vary with the quan- 
tity of production. 


The cost of lubrication oil for 
machinery is an indirect cost as it 
cannot be directly identified with the 
product, but in marginal costing it 
would be classified as a variable cost. 
To call variable costs “Direct Costs” 
and fixed costs “Indirect Costs’’, 
must necessarily lead to confusion. 


The terms “Variable”, “Fixed” 
and “Semi-variable Costs” are of 
value for the practical application 
of marginal costing, but for the 
theoretical discussion of the subject, 
they are inadequate, as it must be 
realised that this classification is far 
too crude to match up with the real 
behaviours of the various types of 
costs as will be shown later in this 
analysis. 
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Necessity for Adapting Theory for 

Practical Application 

To meet the requirements and to 
achieve the objects of marginal cost- 
ing, it is necessary to find simple 
ways and means to apply the theory 
of marginal costing to practice. 
Practical experience with marginal 
costing will show that mathematical 
analyses and methods have their 
place in developing accounting 
theory. They are of no practical 
value or consequence when applying 
marginal costing to practice. The 
task to be fulfilled is to find ways 
and means to keep variable overhead 
a constant ratio and fixed overhead 
a constant quantity. The following 
section of this paper is a practical 
approach in this direction. 


THE PRACTICE OF MARGINAL 
COSTING 


Budget for the Volume of Production 
The first step when applying mar- 
ginal costing to a business is to 
acquire knowledge about the ex- 
pected volume of production. The 
following figures have to be bud- 
geted for: the budgeted sales for 
accounting period; the budgeted 
possible deviation from budgeted 
sales for the accounting period. 


Firstly, budgeted sales will be es- 
tablished by the conventional bud- 
geting methods. Secondly, certain 
unknowns have to be estimated when 
calculating budgeted sales. Thirdly, 
it must be estimated what the maxi- 
mum effect of errors in the estimates 
of the unknowns could be. For 
example: 


The sales budget of a certain busi- 
ness may have resulted in antici- 
pated sales of £225,000 for the 
forthcoming period. 


However the estimated deviation 
from budget (due to estimating of 
the unknowns) may be minus 
£45,000 or plus £10,000. 








This means that if everything is 
going in accordance with the budget, 
sales will be £225,000. However, un- 
less major unforeseeable economic 
fluctuations take place, sales cannot 
fall below £180,000 or rise above 
£235,000. 


A marginal cost system requires 
budgeting for the tolerances within 
which volume could fluctuate from 
budgeted sales. 


Budgeting for volume tolerances 
is necessary to be able to separate 
costs of reserve capacity from vari- 
able costs. All expenses responding 
to a change in volume within the 
tolerances have to be classified as 
variable cests, and all expenses that 
respond only to changes in volume 
outside these tolerances have to be 
classified as cost of reserve capacity. 


Budget for Costs of Production 


After having established the sales 
budget, cost of production is bud- 
geted for in the conventional 
manner. 


The expense items are, however, 
classified in accordance with the six 
expense categories previously dis- 
cussed, as well as in their natural 
categories. For example: under an 
absorption cost system, maintenance 
labour would be just one expense 
item, whilst for the purpose of this 
budget, it would be necessary to 
further split up maintenance labour 
into: maintenance labour-production 
line running (variable cost); main- 
tenance labour-preventive mainten- 
ance (cost of reserve capacity). 


A further example would be pay- 
roll tax. It would be necessary to 
differentiate between: payroll tax— 
direct production labour (variable 
cost) ; payroll tax — preventive 
maintenance labour (cost of reserve 
capacity); payroll tax —salaries 
(fixed expenses). 


It is not warranted in practice to 
use statistical methods for the 
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separation of overhead into the 
various categories, but it is quite 
sufficient to use the common sense 
approach. The calculation of co- 
efficients of correlation of cost items 
to sales or the calculation of cost 
curves, will have little advantage in 
practice over the common sense 
approach. 


Set out on page 647 is a typical 
example of a preliminary expense 
budget. 


Division of Costs into Variable and 
Fixed Costs 


After the preliminary budget is 
compiled, it will be necessary to 
arbitrarily draw the dividing line 
between variable and fixed expenses. 


We should realise that wherever 
one is going to draw the dividing 
line, one will always have to contend 
with the fact that variable costs 
will never be perfectly variable and 
fixed costs will never be perfectly 
fixed, owing to reasons discussed 
when dealing with the theory of 
marginal costing. 


For all practical purposes, it is 
therefore suggested that the pre- 
liminary budget be split in the fol- 
lowing manner: 

Variable Manufacturing Cost = Perfectly 
Variable Costs, Plus Non-Unitary Variable 
Costs. 

Fixed Overhead = Cost of Reserve Capa- 
city, Plus Perfectly Fixed Costs, Plus all 
Independent Costs. 

By using the figures given in the 
example already quoted the prelim- 
inary budget would have to be 
recast as on page 648. 


In the presentation set out on page 
647, the classification of perfectly 
variable and fixed costs needs no 
justification. 


The non-unitary variable cost will 
naturally affect the percentage of 
total variable manufacturing costs 
to sales, depending on the variation 
in level of activity, but the outline 
of the proposed book entries will 
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show how the disturbing influence 
of changes in the level of activity 
will be minimised if costs are 
charged against revenue by the 
means of provisions. 


It is justified to list the cost of 
reserve capacity under fixed over- 
head as these costs are fixed, pro- 
vided the sales volume does not move 





outside the budgeted maximum or 
minimum value. 


Independent costs will naturally 
disturb the stability of the quantity 
of fixed overhead, but they will have 
a disturbing influence wherever they 
are put. It will be shown in a sub- 
sequent section how this disturbing 
influence will be minimised if they 





Typical Example of Preliminary Expense’ Budget 


Budgeted sales (max., £235,000; min., £180,000) 


Unitary Variable Costs. 


Direct materials (at standard cost) 
Direct labour (at standard cost) 


Non-Unitary Variable Costs. 


Production Line Running Maintenance. 


Labour 

Material 

Payroll tax (on above) 
Cartage out 


Cost of Reserve Capacity. 


Preventative Maintenance. 


Labour 

Material 
Sales salaries 
Office salaries 


Production and engineering salaries 


Payroll tax (on above) 
Advertising 


Fixed Costs. 


Telephone rental 
Insurance .... 
Depreciation 
Executive salaries 
Payroll tax (on above) 
Rates and taxes ........ . 


Periodical Independent Costs. 
Telephone calls ; 
Factory and office heating .. 
Overtime premiums eT 
Labour inefficiency . 


Gains from raw material revaluations 


Irregular Independent Costs. 
Contingencies 


Total costs 


Budgeted net profit 
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£225,000 


£120,000 
25,000 
———-__ £145,000 


3,000 
1,500 


600 
5,175 


1,000 


5 000 

10, 000 
10,000 
"650 
1,000 
— 28,150 


50 
600 
6,000 
6,000 


600 
13,400 


200 

160 

1,000 
1,500 
2,000 
_ 4,860 


4,000 
4,000 


200,585 
£24,415 
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Preliminary Budget Recast 


Budgeted sales .... 
Variable Manufacturing Costs 


Unitary variable costs . 
Non-unitary variable costs 


Marginal contribution 


Fixed Overhead 


Cost of reserve capacity 
eae neat meter 
Periodical independent costs 
Irregular independent costs 


Net profit 


are budgeted for under fixed over- 
head and charged against revenue 
by the means of provisions over a 
longer period of time in equal 
amounts. 


Integration of the Budget into the 
Marginal Accounting System 


The theoretical basis of the mar- 
ginal cost system as_ discussed 
earlier, is that the variable manu- 
facturing costs are a constant ratio 
to sales, whilst the fixed overhead 
is a constant quantity for constant 
periods of time. 


If we apply these principles to 
the above example figures, we can 
say that the variable manufacturing 
costs will always be 66.7% of sales, 
whilst the monthly cost of fixed 
overhead is one-twelfth of £50,410 
which is £4,201. 


It is therefore possible to ascer- 
tain readily the net profit figure and 
draw up the profit and loss account 
for every month, as soon as the sales 
value has been established. For 
example: 


January sales 


Variable cost of manufacturing = 66.7% of £30,000 


Marginal contribution . eee 
Fixed overhead = 1/12 of £50,410 


Net profit 


£225,000 


£145,000 


5,175 150,175 





74,875 


28,150 
13,400 
4,860 


4,000, 50,410 





£24,415 


The profit figure resulting from 
the above calculation is not perfectly 
true, as the variable cost of manu- 
facturing percentage will vary 
slightly with the changes in the 
volume of production, due to the 
influence of non-unitary variable 
costs and that the fixed overhead 
portion for the month should differ, 
due to the different numbers of 
working and calendar days in the 
month. 


Usually, owing to the influence of 
non-unitary variable cost, the vari- 
able manufacturing cost percentage 
will fall below 66.7%, as the sales 
value increases, and it will rise 
above 66.7% if the sales value falls. 
The theoretical fixed overhead por- 
tion for December will usually be 
lower than that for July. 


The monthly inaccuracies, due to 
seasonal variations, should cancel 
out over the course of a year if ac- 
tual performance is in accordance 
with budget, and every variation 
from budget due to changing condi- 





£30,000 
£20,010 


9,990 
4,210 


£5,780 
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tions can be efficiently taken care 
of, by constant budgetary control in 
accordance with the methods out- 
lined in a subsequent section. 


At this stage, it should be again 
emphasized that cost accounting is 
an applied social science, and that 
its practical value has to take 
priority over the theoretical truth. 


Just as the engineer when design- 
ing a bridge uses simplified methods 
and takes into account  safety- 
factors when calculating the stresses 
and strains in order to get a work- 
able figure, so the cost accountant, 
when calculating the financial impli- 
cations of a business unit should 
apply simplified methods, making 
due allowances for safety factors to 
get a workable result with the mini- 
mum cost and effort. 


The following method of book- 
keeping for a marginal cost system 
complies with the above tenets: 

Dr. Profit and loss acco-wnt. 

Cr. Variable manufacturing cost reserve 
account. Being provision for variable 
manufacturing costs charged to profit and 
loss account. (Calculated as being 66.7% 
of sales.) 

Dr. Profit and loss account. 


Cr. Fixed overhead reserve account. Being 
provision for fixed overhead charged to 
profit and loss account. (Calculated as 
one-twelfth of the annual budgeted 
amount.) 

By passing the above standard 
journal entries, each month, the ac- 
cumulated credit in the reserve 
accounts should be equal to the 
actual expenditure for the year 
which would be charged to these 
reserve accounts. Whilst there will 
be monthly balances in these reserve 
accounts, it will be experienced that 
over the course of a year the ups 
and downs will cancel out in these 
accounts, provided the budget was 
accurate. The monthly balances 





Item of Overhead 


would be due to: the divergence be- 
tween the impact and incidence of 
costs; the disturbing effect of in- 
dependent costs; the flattening of 
the cost curves for non-unitary- 
variable costs; budgeting inaccura- 
cies. 

The above two drafts of the jour- 
nal entries required, illustrate only 
the principles involved and they 
can, of course, be varied to suit the 
particular needs of the business 
under review. 


The journal entries could be 
varied to cater for departmental ac- 
counts, or the total credit could be 
split up in accordance with the 
budget, and be passed direct to the 
individual expense accounts, and 
thus cater for the incorporation of 
further statistical detail in the ac- 
counts system. 


A major variation of actual an- 
nual results from budgeted annual 
results, would have the effect of 
leaving a balance in the reserve ac- 
count. The budgeted variable 
manufacturing expense percentage 
as well as the budgetary monthly 
fixed overhead charge must there- 
fore be subject to continuous bud- 
geting control and review. This 
aspect of the above system will be 
dealt with separately in a subsequent 
section. 

Calculation of the Monthly Fixed 

Overhead Portion 

Before proceeding with the dis- 
cussion of the methods for budget- 
ary control, it is necessary to justify 
the suggested method of the calcula- 
tion of the monthly portion of the 
fixed overhead. 

It should be acknowledged that 
the theoretical basis for the various 
items making up fixed overhead 
varies. For example: 


Basis of Accrual. 


Accrues with the number of working days. 
Accrues per calendar month. 
Accrues with the number of calendar days. 


Managers’ salaries 
Telephone rental 
Fire insurance 
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If one would aim at a perfectly 
true monthly value of fixed over- 
head, it would be necessary to make 
a separate calculation for each item 
contributing towards the total of 
fixed overhead. 


The result would be that a differ- 
ent amount of fixed overhead would 
be attributable to each calendar 
month. 


The drawbacks of using the more 
accurate figure would be: the 
amount of work involved in dis- 
tributing the annual amount over 
the calendar month; the monthly 
amount of fixed overhead would 
cease to be a constant quantity; the 
difficulty of comparing the monthly 
return from sales. For example: if 
the sales volume in every month of 
the year amounted to £30,000, each 
month would still have a different 
net profit figure, due to the uneven 
distribution of fixed overhead. 


The special advantages of using 
one-twelfth of the annual fixed over- 
head for the months are: the sim- 
plicity of calculation; fixed overhead 
would be a fixed quantity; net profit 
can be forecast with ease from any 
sales value without having to take 
into account the working days of 
the particular calendar month; it 
would eliminate the calculation of 
holiday provisions on salaries be- 
longing to fixed overhead. 


Whilst the advantages are quite 
obvious, it will in practice some- 
times be difficult to introduce this 
method of apportionment, as mana- 
gers and directors often object to 
red figures in December and Janu- 
ary, which generally will occur in 
businesses closing down during 
these months for annual holidays. 


Budgetary Control of the Variable 
Cost Ratio and Fixed Overhead 


It has been pointed out in the 
above sections that any variation of 
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actual results from budgeted results 
must be controlled by continuous 
and progressive budgetary control 
in order to: control operating-and- 
cost-efficiency ; adjust the provisions, 
if any major changes from budget 
are experienced. 


The following steps must be taken 
to exercise effective control: 


The balances in the reserve ac- 
counts must be analysed. This is 
achieved through the medium of 
Statement No. 1 in the Appendix. 
This statement completely dissects 
the balances in the variable manu- 
facturing cost reserve account and 
in the fixed overhead reserve ac- 
count by comparing the accrued 
credit (with respect to each expense 
item) with the actual cost thereof 
and gives an explanation for the 
variance. 


This statement is a post mortem 
which serves to explain inefficiencies, 
It compares actual performance 
with the budget. It helps manage- 
ment to understand the reasons for 
the inefficiencies and _ to find 
remedies. 


The balances in the reserve 
accounts must be adjusted with the 
budget for the remaining period, 
and the provision must be adjusted 
accordingly. 


The Expense Forecast and Pro- 
vision Control Statement (Appendix 
Statement 2), is a revised budget 
for the remaining accounting 
period, taking into account the 
balances left in the reserve ac- 
counts. It shows the amount of 
provision to be raised until the end 
of the accounting period in order 
that the debits and credits in the 
reserve accounts will cancel out. It 
is a medium which spreads the 
balances left in the reserve accounts 
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over the longest possible period of 
time, thus levelling out the ups 
and downs caused by the various 
disturbing factors already discussed. 


The comparison of the adjust- 
ments providing for the various ex- 
pense items therefore shows the 
long-term trend and it is a further 
useful aid for future budgeting, and 


it will help towards the better under- 
standing of the expense behaviour of 
the business under review. (See Ap- 
pendix, Statement 3.) 


The Analysis Statement and the 
Expense Forecast and Provision 
Control Statement should be drawn 
up at least quarterly, if possible 
monthly. 























APPENDIX |! 
Analyses of Variance Statement for three months ending 31 March, 1975 
Provi- Actual . . 
sions for Expenses page oes 
Budget three for three aed ty 
for year months months co a Remarks 
1975 ending ending ed 
March March “1978 
1975 1975 
Sales .. .. os «+ «- £225,000 — £60,200 _— 
Fluctuating 
Manufacturing Costs |% to Sales £ £ £ 
Direct materials (at 
standard cost) oe 53.3 32,087 34,500 2,413 Due to rise in 
basic raw mat- 
Direct labour (at erial costs 
standard cost) ee 11.1 6,682 6,500 —182 Basic wage drop 
Production line run- 
ning maintenance: 

Labour .. .. «> 1.3 783 750 —33 Basic wage drop 

Material 6 361 330 —1 — 

Payroll tax on 60 55 —5 — 
Cartage out 3 180 185 5 _ 
ee ee ee 66.7 40,153 42,320 2,167 — 

Fixed Overhead 
Monthly Amount £ £ £ £ 
Preventative Main- 
tenance: 
a ko 26 es 83 249 255 6 -_ 
Beateries ... 2s oe 42 126 130 4 _ 
Sales salaries .. .. 417 1,251 1,300 49 Overtime 
Office salaries e° 833 2,499 2,550 61 Overtime 
Production and en- 833 2,499 2,450 —49 l person on un- 
gineering salaries . paid leave 
Payroll tax on above 55 165 160 —5 - 
Advertising .. .. .. 83 249 300 51 Special advt. 
pamphlets 
Telephone renta - 4 12 12 —_ _ 
Insurance i tet oe 50 150 150 a om 
Depreciation .. .. .. 500 1,500 1,500 — —_ 
a <n . 500 1,500 1,600 100 Salaries increases 
-ayro ax (on 
SEE. 22 tne sak as 13 39 45 6 - 
Rates and taxes... 50 150 160 10 _— 
Telephone calls . .. 17 51 56 5 — 
Factory and office 
heating .. ee 13 39 45 6 _ 
Overtime premiums . 83 249 230 —19 — 
Labour inefficiency . 125 375 350 —25 _ 
Losses from raw 
material revalua- 
es oe oe ee Oe 167 501 600 99 Due to devalua- 
—. of certain 
stocks 
Contingencies .. .. 333 999 900 —99 —_ 
Ws Bear a0 ad cme coe 4,201 12,603 12,793 190 





























These statements are shown in the 
Appendix in their simplest form, 
and it must be appreciated that they 
can be elaborated to suit the parti- 
cular need of the business under 
review by further detailed dissection 
and departmentalisation. 


The advantages of the above ex- 
plained methods over the conven- 
tional approach are that the 
disturbing influence of unusual 











items is spread equally over the 
longest possible period of time thus 
making monthly accounts compar- 
able; facilitating the estimating of 
profit; creating a sound basis for 
pricing methods and showing up the 
long-term trend. 


The constant review of the budget 
and analyses of variances is an aid 
to: revealing’ inefficiences;  ex- 
plaining variations between actual 


APPENDIX I! 
Expense Forecast and Provision Control Statement for Year ending’31 January, 1958 
































Variation 
for sag 
months 
Budget 
bd for nine Old % New % 
1975 months Adjusted and and Adjusts. 
as per ended Budget Monthly | Monthly 
Analyses —— Figures | Figures 
of 
Variance 
Statement 
Pee cs os ce as ee nin £170,000 £170,000 —- -- — 
Fluctuating 
Manufacturing Costs £ f£ £ % % % 
Direct materials (at 
standard cost) 2,413 90,500 92,913 63.3 54.6 1.3 
Direct labour (at 
standard cost) —182 18,600 18,418 11.1 10.8 oo 
Production NMne run- 
ning maintenance: 
Labour .. .. -- —33 2,000 1,967 1.3 1.1 —.2 
Material .. .. .. —31 1,050 1,019 6 6 — 
Payroll tax .. .. ae 17 165 1 1 _ 
Cartage out .. .. .-. 5 510 515 3 3 — 
Total 2,167 112,830 114,997 66.7 67.5 8 
Fixed Overhead 
Monthly Amount £ £ £ £ £ £ 
Preventative Main- 
tenance: 
| eee 6 750 756 83 84 1 
Material .. .. .. 4 360 364 42 40 
Sales salaries .. .. 49 3,600 3,649 417 406 —l1 
Office salaries .. .. 51 7,5 7,651 833 839 6 
Production and en- 
gineering salaries . —49 7,600 7,551 833 839 6 
Payroll tax on above ong, 48 475 55 53 2 
Advertising .. - 51 900 961 83 106 23 
Telephone rental a = 36 36 4 4 ces 
Insurance... = ~ 450 450 50 50 — 
Depreciation .. os —_ 4,600 4,600 500 511 11 
Executive salaries . 100 4,800 4,900 500 544 44 
Payroll tax (on 
above) .. a 6 130 136 13 15 2 
Rates and taxes .. 10 480 490 50 54 4 
Telephone calls . . 5 200 205 17 23 6 
Factory and oftice 
heating ee ° 6 160 166 13 13 5 
Overtime premiums ‘ —19 650 631 83 71 —12 
Labour inefficiency . —25 1,000 975 125 108 —17 
Losses from raw 
material ee 
tions .. . on 99 1,500 1,599 167 178 11 
Contingencies  ** —99 3,000 2,901 333 322 —l1 
ee us 190 38,196 38,386 4,201 4,265 64 
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and budgeted performance and 
forming a sound basis for future 


budgeting. 


The integration of the budgeted 
figures into the accounting system 
will assure that: the budget is con- 
stantly brought up-to-date; future 
planning cannot be neglected; ac- 
counting takes place before the 
event and that the final accounts 
are not only a post mortem after 
the damage has been done. 


Conclusions 


The introduction of marginal 
costing into cost accounting has 
changed the accounting equation 
from 


Indirect 





; Costs 
Revenue — ( ps -—— }= Profit 
Number 
Produced 
to 
Sum of (Revenue — 7 _ a = Profit 


The theory of marginal costing 
needs much further development. 
It is not a completed chapter. The 
practical experience with marginal 
costing should lead to a deeper 
understanding and to a widening of 
the ideology connected with this field 
of costing. 


The present usage of technical 
terms for marginal costing needs 
standardisation and the _ sensible 
reformation of these terms should 


go hand in hand with the develop- 
ment and widening of the theory. 


The development and further 
understanding of the theory should 
help to streamline and simplify the 
practical application of marginal 
costing. 


The commercial cost accountant 
does realise that the methods gener- 
ally given in textbooks need simpli- 
fication to make them workable in 
practice. 


The methods explained above 
namely: the integration of a flexible 
budget into the accounting system; 
the charging of costs to profit and 
loss account indirectly by the means 
of provisions; and the combination 
of provision and budgetary control, 
are an outline of a modification of 
the conventional methods to give 
the desired practical results. 
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APPENDIX III 
Comparative Statement of Provision Adjustments 


January February March April ete. 
Raw materials 29% 3% A% 1.3% 
Direct labour .... sen dale —.1% _- —A% — 
Advertising, ete. .... .... . £100 £50 £500 £50 


The above schedule shows: 
Raw materials 
Direct labour 
Advertising 
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Trend of rising costs. 
Drop of Basic Wage in March. 
Occurrence of the advertising campaign. 





CURRENT PROBLEMS DISCUSSED 





IN OVERSEAS JOURNALS 


Notes prepared by members of the teaching staff in 
the Department of Accounting, University of Melbourne. 


Accounting Reports 


The Journal of Accountancy, 
June, contains an article by W. F. 
Pillsbury on “Organized Labor’s 
Views of Corporate Financial In- 
formation”. As a result of personal 
questioning of research directors of 
labour unions, the author presents 
their opinions and criticisms of cor- 
porate financial statements. They do 
not often question the reliability of 
such statements, but they think that 
some of the corporate accounting 
conventions and practices are mis- 
leading and that many published 
financial statements do not give ade- 
quate information. Simplified state- 
ments prepared especially for em- 
ployees are severely criticised and 


more detailed statements with 
greater uniformity, comparability 
and understandability are  con- 


sidered necessary. 


Accounting Theory 


In The Accountant, 7 June, an ar- 
ticle by O. Rondini, “Accounting 
Thought in Italy”, sets out the prin- 
cipal features of the three schools 
of thought that govern the teaching 
of accountancy in Italian educational 
institutions. The three schools of 
thought are those of Fabio Besta, 
Gino Zappa and Angelo Chianale, 
who respectively laid down the prin- 
ciples followed. 


Some fundamentals of accounting 
theory are re-stated by J. M. Owen 
in “A Review of the Basic Concepts 
of Financial Accounting”, N.A.A. 
Bulletin, June. In the same issue, G. 
Shillinglaw presents the pros and 
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cons of “Accounting for Leased Pro- 
perty by Capitalisation”. 


Auditing 

The subject matter of the regular 
article, “Accounting Research”, in 
The Canadian Chartered Accountant 
for June, is references in auditors’ 
reports on the consolidated financial 
statements of holding companies to 
work performed by other auditors. 
An examination of the financial 
statements of a large number of 
Canadian public companies issued 
during the years 1953 to 1956 in- 
dicated that in approximately one in 
every four cases the auditors’ report 
made reference to work performed 
by other auditors in respect of one 
or more of the subsidiary companies. 
An analysis of the wordings used in 
these references indicated that in 
most cases the reader of the report 
was left with the doubt as to 
whether the auditor making the re- 
port accepted responsibility for the 
work of the other auditors or 
intended his report to be qualified. 
The analysis further revealed that in 
only a few cases was the reader 
given any indication of the relative 
importance of the operations, assets 
and liabilities of the subsidiaries not 
covered by the audit of the person 
making the report. 


Budgeting and Cost Control 


The responsibilities of the budget 
director, the selection of the budget 
committee and the duties of the main 
sub-committees are dealt with in 
“An Approach to Practical Budget- 
ing’, by John F. Ragge in the June 
issue of The Controller. 
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Capital Management 


In the N.A.A. Bulletin, June, A. 
H. Seed concentrates attention on 
one factor of the return-on-invest- 
ment equation—the sales/invest- 
ment ratio or capital turnover. He 
suggests an “investment control” 
programme, on lines similar to a 
cost control programme, to raise 
capital turnover to the most econo- 
mic level. 


Robert N. Goldofsky, in the June 
issue of The Controller, writes on 
“The Cost of Capital Function for 
a Firm”. Borrowed funds are in- 
cluded in the methods illustrated for 
finding the cost of capital on an 
after-tax basis, and there is some 
discussion of which cost of capital 
concept is relevant to project de- 
cisions. 


Case Studies 


Four particularly interesting case 
studies are featured in the N.A.A. 
Bulletin, June, dealing with canteen 
operation, project cost control, 
direct costing, and integrated data 
processing. Under the heading “Em- 
ployee Food Service—Not a Loss 
Operation”, F. J. Mancheski de- 
scribes the steps taken by a large 
engineering company to convert the 
food service for their 10,000 em- 
ployees from a loss to break-even 
operation. “A Way of Controlling 
Engineering Projects”, by J. L. 
Church, Jr., and R. E. Carpenter de- 
scribes how Burroughs Corporation 
controls the cost of developing its 
electronic computers, without un- 
duly hampering the technical people 
engaged on the project. R. K. Port- 
man tells why one division of an 
American giant corporation installed 
direct costing, and how it was done. 
Finally, F. W. Malloy describes an 
integrated data-processing applica- 
tion based on Ozalid paper. 
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Depreciation 


“A Sequel to An Engineering 
Viewpoint on Depreciation Account- 
ing” is the title of an article by Paul 
T. Norton in The Journal of Ac- 
countancy, June, in which the author 
argues that the declining balance 
and other methods of accelerated 
depreciation reflect the economic 
usefulness of depreciable assets 
more accurately than straight-line 
depreciation. 


Direct Costing 


In The Accountants’ Journal 
(N.Z.), June, H. W. Glasgow, in an 
article entitled “Direct Costing — 
An Appraisal”, examines several 
definitions of direct or marginal 
costing in an endeavour to clear up 
some muddled thinking ahout it, 
and, by consideration of some ex- 
amples, demonstrates the basic 
aspects of the technique of separat- 
ing fixed and variable costs to high- 


light volume-cost-profit relation- 
ships. 
Education 


For the last two years, the ac- 
counting faculty of the University 
of Alabama has had a fellowship 
programme in industry, under which 
members of the faculty spend six- 
teen weeks on loan to an industrial 
firm. In the N.A.A. Bulletin, June, 
W. C. Flewellen explains why the 
programme was initiated and how it 
is run. 


Electronic Data Processing 


In The Accountant, 14 and 21 
June, J. A. Goldsmith, in “Choosing 
Your Computer’, a paper presented 
at a conference of the Institute of 
Cost and Works Accountants, sur- 
veys many of the characteristics of 
the various types of electronic com- 
puting equipment available at pre- 
sent. He gives a table showing, as 
at May, 1958, the approximate 
numbers of computers of various 
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types on order and delivered and 
discusses briefly the alternatives of 
hiring and buying the required 
equipment. 


Holding Companies 


The Accountant, 14 June, contains 
an article by P. Whitworth, in which 
the question whether dividends can 
be paid out of pre-acquisition profits 
of subsidiaries is discussed in the 
light of existing provisions of the 
U.K. Companies Act, 1948. 


Management Accounting 


Some useful thoughts are ex- 
pressed by J. A. Scott in “Introduc- 
ing Progressive Budgeting’, The 
Accountants’ Magazine, June. Al- 
though he covers a very broad field, 
the author introduces many points 
of interest in an article which would 
be of great benefit to a member of 
the profession who has been ap- 
pointed to a firm where the organi- 
sation of accounting data is not 
thoroughly efficient. The establish- 
ment of long-term goals is advo- 
cated; the author then proceeds to 
show how these long-term goals 
may be achieved by a series of 
smaller adjustments. 


Operations Research 

R. A. Duff, in the N.A.A. Bulle- 
tin, June, outlines the nature of 
operations research and follows this 
with a case study of how operations 
research helped one company to 
understand the nature of its busi- 
ness better, with the result that final 
assemblies were shipped within 
three days of receipt of order com- 
pared with seven weeks previously, 
while inventory decreased forty per 
cent. 


Public Accounting 


“The Law on Professional Negli- 
gence” is the title of an article by 
J. P. Eddy in The Accountant, 7 
June, dealing with the contractual 
duty of accountants. The author 
sets out briefly the general law of 


656 








negligence and the principle of 
respondeat superior and then goes 
on to discuss several of the leading 
cases before examining in some de- 
tail the case of Candler v. Crane, 
Christmas & Co. and its implica- 
tions for accountants. 


“The Small Client and Unaudited 
Statements”, E. S. Mactier, The 
Canadian Chartered Accountant, 
June, is an article that should prove 
of interest to many practising ac- 
countants. A very good idea of the 
subject matter can be conveyed by 
quoting the points he lists in con- 
clusion: 


“1. He (that is, the accountant) 
should explain to his client the 
advantages to be gained from 
an audit where he considers the 
circumstances are appropriate 
and they permit him to perform 
an audit. 


2. He should confirm the terms 
of an engagement in writing, as 
he would in accepting an audit 
engagement, so that there can 
be no misunderstanding be- 
tween the client and himself. 


3. He should always give a clear 
indication of the significance of 
his association with unaudited 
statements. This may be done 
in the form of a simple dis- 
claimer to accompany _ the 
statements and/or a denial of 
opinion when other comments 
are submitted. 


4. He would be well advised not 
to attempt to hide his associa- 
tion with unaudited statements 
by the use of plain stationery. 


He should be aware of certain 
responsibilities to third parties 
if he is to maintain and en- 
hance his professional reputa- 
tion and not rely on any 
protection provided by the law.” 


or 


Social Accounting 


John P. Powelson, writing in The 
Journal of Accountancy, June, on 


The Australian Accountant, December, 1958 








— (1 (2 mw DO oS © 1 De” DB bde 


ia, ee) i er ve 


we * we te UF 





“Economic Accounting in the United 
States’, outlines the history of 
national income accounting in that 
country, and, in discussing the re- 
port in 1957 of the National Ac- 
counts Review Committee which was 
set up in 1956 by the National 
Bureau of Economic Research, he 
points out some of the basic difficul- 
ties in arriving at national accounts. 


Standard Costing 


In an article, “Is a Standard Cost 
System the Answer?’”, appearing in 
The Journal of Accountancy, June, 
J. H. Hennessy Jr., suggests a num- 
ber of pertinent questions in rela- 
tion to a given enterprise which 
should be posed before a system of 
standard costing is instituted. 


Partnership 


“Partnership Rights—-The Valua- 
tion Problem” is the subject of an 
article by W. T. Baxter in the July 
issue of Accounting Research. The 
author makes extensive use of dia- 
grams which, in his opinion, help to 
clarify the comparison of different 
partnership arrangements by linking 
book values to current values “‘with- 
out dragging in the confusing term 
‘goodwill’” and by showing that the 
payment of ‘premium’ is not some- 
thing completely different from pay- 
ment of ‘capital’. 


Price-Level Changes 

A. J. Briloff, “Price Level Changes 
and Financial Statements: A Critical 
Reappraisal,” The Accounting Re- 
view, July, asks whether any recog- 
nised profession should lend its 
efforts, as a body, to the furtherance 
of the special efforts of a particular 
section of society to achieve a special 
tax advantage. He hopes that, in the 
future, studies in the subject of price 
level changes and financial state- 
ments will present alternate views 
and will not merely present the posi- 
tion of companies with large invest- 
ments in plant and equipment. It is 
the holder of fixed income securities 
who suffers more from inflation than 
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holders of shares, or operating com- 
panies. 


Professional Ethics 

The ethics involved in “Changing 
the Auditor” are commented upon in 
The Accountants’ Journal (N.Z.), 
July, in a brief article. 

In the Students’ Section of the 
same journal, a detailed account is 
given of the difficulties that arose in 
the change of management of an 
American corporation (Atlas Ply- 
wood), the change of the firm’s 
auditors and the threat of a law suit 
against the old auditing firm. The 
legal rights of auditors and the 
ethics of withholding their working 
papers are discussed. 


Sales Policy 

G. K. Hutchings, “Establishing 
Break-even Points for Sales Terri- 
tories,” Cost and Management, June, 
outlines the way the technique of 
break-even analysis can be used to 
produce better profit results from 
each sales territory. 

M. C. Ashworth, writing on “Sales 
Requirements” in The Accountant, 5 
July, discusses the way in which the 
performance of accounting functions 
can promote sales. By providing in- 
formation for control purposes, 
showing what has happened and, if 
possible, why it happened, and for 
planning purposes, covering data for 
costing, pricing and capital require- 
ments, the accounting department 
can co-operate with the sales depart- 
ment in promoting the best interests 
of a concern. 


Working Capital 

In the July issue of Accounting 
Research, Francis R. Eels has an 
article on “The Effect of Shift Work- 
ing upon the Amount of Working 
Capital Required.” From detailed 
analysis of the items affected he con- 
cludes that the rise in working capi- 
tal is proportionately less than the 
rise in output because, with a single 
shift, plant and materials lie idle 
between periods of work. 
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“TACTORING” in the present con- 
text may be defined as the prac- 
tice whereby a principal buys under 
certain specified conditions the debtor 
accounts of the seller, the former 
assuming the credit risk for a con- 
sideration, the latter enjoying the 
liquidation — _ generally within 
twenty-eight days — of his debtor 
accounts as accepted by the buyer. 


Factors operate mainly in the 
United States as part of the nation- 
wide credit system which is pecu- 
liarly American, but their business 
with dollar-seeking overseas clients is 
expanding at a formidable pace. 


Today it is general practice for any 
company which has a relatively sub- 
stantial investment in _ debtors’ 
accounts to convert this asset to cash 
and eliminate, by factoring, the 
credit risk inherent in them, thus 
protecting the position in the absence 
of a wholesaler. 


Sale of Debtor Accounts 


It is precisely this situation which 
factoring is geared to resolve. By 
selling his debtor accounts to the 
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AMERICAN FACTORING 





By L. M. TRIMBY, A.c.a. 


factor without recourse and cashing 
these sales, the manufacturer elimin- 
ates credit risk. The cash made avail- 
able is used to finance the stocks 
necessary to promote a larger volume 
and, of course, larger profits, In 
addition to these advantages, the 
manufacturer eliminates debtor 
accounts bookkeeping, the problem 
of unearned discounts, and, from a 
selling standpoint, the unpleasant 
duty of refusing credit or making 
collections. 


The prime purpose of factoring is 
to provide a tool for management, 
the use of which will result in a better 
yield on capital. As described above, 
the two basic functions of a factor 
are the elimination of credit risk and 
the elimination of investment in 
debtors accounts. 


A charge is made for each service. 
The basic charge, called “commis- 
sion”, is a small percentage based on 
the net value of debtors’ accounts 
purchased. This charge provides for 
the factor purchasing the accounts 
at his risk, handling all the book- 
keeping, collections and remitting the 
proceeds of the month’s sales at the 
average best short-term maturity 
date. The other charge is interest 
at 6 per cent per annum for any 
funds advanced at the manufac- 
turer’s request, before the short-term 
maturity. 


Most customers take advantage of 
both functions, but in some cases, 
particularly where sales are made on 
a short-term discount, the customer’s 
prime interest is in credit protection, 
elimination of the problems of col- 
lection and bookkeeping. To a large 
number of firms, elimination of credit 
risk and the waste of time and effort 


The Australian Accountant, December, 1958 

















VS ore Ke ™ fh me he Oe lum 


i ee a | 


ors ( ( 6 V2 ™ V2 ee Fe 


"= 


~ 


- Fm ew 


ort ctr OD ft 





involved when a selling agent has to 
concern himself with credit checking 
and collections, more than justifies 
factoring. 


Advantages to the Manufacturer 


Inasmuch as the factor buys 
accounts on the best short-term dis- 
count, the use of factoring enables 
the manufacturer, regardless of 
when his customers pay, to receive 
the proceeds of the month’s sales 
during the following month. Thus, a 
factor whose own credit is beyond 
dispute, stands in place of a large 
number of accounts and guarantees 
either to pay all invoices at short- 
term discount or pay cash to the 
manufacturer immediately the in- 
voice is received. In effect, it enables 
the manufacturer to sell for cash 
without credit risk while allowing 
the manufacturers’ customers the 
full advantage of regular terms. 
Further, when necessary from a mer- 
chandising standpoint, with the 
approval of the factor, terms and 
dating fully competitive with the 
best granted by any foreign or 
domestic manufacturer can be offered 
without risk to him. 


A first-rate American factor can 
offer the foreign manufacturer the 
services outlined above which are 
identical to the service offered to his 
own clients. 


Although domestic mills, on the 
whole, have for years been selling 
direct to customers, a considerable 
volume of imported merchandise 
continues to be handled by distribu- 
tors. They, in effect, are wholesalers 
adding their margin to the selling 
price of goods, most of whom factor 
their sales and pay promptly ior the 
goods. Except for a few small orders, 
however, their purchases from manu- 
facturers are strictly against cus- 
tomers’ orders. Increasingly, foreign 
manufacturers are finding it as much 
to their own advantage as it is to 
their domestic counterpart to sell 
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direct through an agent and use a 
factor to protect their credits and 
cash their sales. Through such 
arrangements they are able, without 
credit risk, to promote volume sales 
in the United States and obtain a 
better yield on the capital employed 
than in any other world market. 


While the credit protection offered 
by the factor cannot be equalled by 
any other service, the financial flexi- 
bility it makes possible cannot be 
matched by banks. Whereas bank 
credit is directly related to the quality 
of the customer a factor looks to the 
credit of his client’s customers. 
Therefore, funds available to the 
client are related directly to his sales 
and under optimum conditions permit 
him to do a truly remarkable volume 
in relation to his capital. For these 
reasons, factoring volume in the 
United States now exceeds $3,000 
million annually. 


Factor’s Contract 


The relationship between factor 
and client is governed by the factor’s 
contract which is drawn up in con- 
formity with the New York Factors’ 
Statute. In practice, a client and the 
factor sign a contract which defines 
the rights and obligations of both 
parties and states the terms under 
which the factor will purchase the 
debtors accounts. 


Basically, the agreement provides 
that the factor purchase at his own 
risk sales approved by the client’s 
credit department, and requires that 
accounts purchased and assigned to 
the factor be accompanied by proof 
of delivery (shipping documents, 
etc.) and that notice of the assign- 
ment on the original invoice be given 
the customer. 


The procedure is simple. The fac- 
tor provides assignment forms—in 
effect a bill of sale to the factor of 
the amounts listed—to which the 
original invoice and duplicates are 
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attached. The assignment notice on 
the original invoice states that the 
invoice has been assigned and is pay- 
able to the factor. The contract 
further provides that a detailed state- 
ment of the month’s transactions will 
be sent to the client on or about the 
tenth of the following month. Pro- 
ceeds of the assigned sales are mailed 
or cabled, as agreed, at the short- 
term maturity, or on request. 


Establishing a factoring agree- 
ment is quick and simple. Once the 
terms are agreed upon it requires 
only the necessary signatures on the 
factor’s forms. The factor, of course, 
has to have information regarding 
the quantity and quality of the sales 
he is planning to buy, as well as 
information regarding the reputa- 
tion and standing of the manufac- 
turer who is to become his client. 


A sound estimate of the annual 
volume and a list of customers sup- 
plies the information concerning the 
quantity and quality of the sales; 
a credit agency report and a bank 
reference, the necessary information 
regarding the proposed _ client. 
Broadly speaking, a company doing 
business to the extent of $250,000 or 
more annually in the American 
market, and having a _ reasonable 
working capital, is attractive as a 
client. 

Presumably, any manufacturer in 
the United Kingdom selling in volume 
in the United States market is repre- 
sented by an agent. When the manu- 
facturer factors, the agent is as 
pleased as the manufacturer; he no 
longer has to concern himself with a 
customer’s ability to pay. That is now 
the factor’s problem and the agent 
can give his full attention and talents 
to merchandising. 


If the manufacturer sells in sterl- 
ing it can be arranged with the factor 
to convert the sterling invoice to 
dollars at the rate prevailing when 
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the factor forwards the invoice to the 
customer. The customer can then 
enter the invoice in dollars and pay 
by simply drawing a cheque in dollars 
to the order of the factor. The manu- 
facturer’s account is in sterling in 
which remittances are made. When 
sales are made on a prepaid c.i.f. basis 
(on landing) the factor handles all 
the details of customs charges, 
custom broker’s charges, etc., on be- 
half of the manufacturer for whom, 
when arranged, the dollar landed 
billing will come. 


Factor’s Accounting System 


The monthly record of the client’s 
transactions are itemized in the 
account current statement on which 
the factor’s accounting is _ based. 
Under this arrangement the ¢lient 
pays interest at 6 per cent per annum 
on advances only for the number of 
days by which he requests the factor 
to anticipate the short-term discount 
(which in factor’s accounting is 
maturity). Thus the net cash value 
of the client’s account at the end of 
the month is ascertained. 


In addition to the account current, 
an account sales is submitted, item- 
izing the sales purchased by the fac- 
tor. When these are made on a 
dollar-landed basis, duplicates of the 
custom broker’s invoices, which have 
been paid by the factor and debited 
to the manufacturer’s account, are 
attached. As the client receives a 
completely detailed statement of all 
sales and charges, he has no problem 
in making a quick and easy recon- 
ciliation monthly. 

To sum up, modern business 
requires modern methods; therefore, 
when goods are sold on open account 
terms of thirty days or longer, the 
odds are they can be, with less clerical 
detail, turned over more effectively 
in greater volume and with the 
employment of less capital through 
the use of factoring. 
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What Accountants Should Know About Insurance 


LOSS ASSESSING 


Loss assessing is closely bound to 
underwriting as a natural corollary, 
for, where there arises any claim 
stemming from an insured contin- 
gency, there must naturally be an 
assessment of the loss or damage 
and an adjustment of that claim. 


Underwriting generally embraces 
such a wide variety of classes of in- 
surance that it would be impossible 
to adequately cover the field of loss 
assessing in one article. This article 
is confined therefore to- remarks on 
fire loss assessing only. This section, 
however, provides a broad field for 
study or discussion. Its many facets 
or extraneous contingencies may be 
and are brought within the scope of 
the indemnity granted by a fire in- 
surance contract, and any one of 
them may bring a headache to the 
assessor. 


At the outset, we must examine 
fire insurance under these head- 
ings :— 

The Contract 

Uberrima Fides 

The Indemnity. 


A contract of fire insurance is one 
strictly between the underwriter and 
his client, the insurer and the in- 
sured. No person other than the in- 
sured, as named in the policy, can 
recover under the contract in event 
of an insured contingency causing 
loss or damage to the subject matter 
of the cover granted. 


Actually, it is not the subject 
matter of the cover which is insured 
but the interest of the named insured 
in that subject matter; any transfer 
of interest, e.g., sale of property, 
does not transfer the insured’s 
rights under a policy, but transfer 
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of interest by will or by operation of 
law are exceptions to the abvwve. 


Insurable Interest is most ade- 
quately defined in the Marine Insur- 
ance Act, 1906, as:— 

“Where the insured stands in any legal 
or equitable relation to the subject matter 
of insurance that he benefits by its safety 
or is prejudiced by its loss, or by damage 
thereto, he is said to have an insurable 
interest.” 

Uberrima Fides. The duty of good 
faith is pre-eminent in the prepara- 
tion of an insurance contract and 
must be observed by both prospec- 
tive parties to the contract, the client 
and his underwriter. 


The client must disclose all facts, 
within his knowledge, which may 
be material to the underwriters in 
their estimation of the risk. The 
underwriters in their turn must in- 
form their client fully on the nature 
of cover under consideration. They 
must not allow the client unwittingly 
to enter into a contract which does 
not give the full protection sought. 


The Indemnity. A fire insurance 
contract is a contract of indemnity 
only, and a loss has to be so ad- 
justed that no profit or advantage 
will accrue from the settlement to 
the insured. 


Basis for Calculation 


The basis of calculation is always 
the actual value of the property 
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damaged or destroyed, and this is 
the first principle of assessing. Value 
means the material or intrinsic 
worth of such property and is taken 
as at the time and place of the loss. 

One of the most frequently en- 
countered of the lesser difficulties 
confronting an assessor on domestic 
property fire losses is the satisfac- 
tory establishment of a reasonable 
actual value of grandfather’s or 
great-grandfather’s portrait when 
damaged or destroyed. 


Assessments 


This, then, brings us to the main 
section of this article—Assessments. 

Method and formula for a settle- 
ment depend on the nature of the 
subject matter of the insurance and 
the quantum of damage. There is no 
set rule of calculation, but there are 
certain general bases used in assess- 
ing losses which I now state seve- 
rally in relation to various kinds of 
loss or damage. 


Buildings 

If the affected property is a build- 
ing, the basis of assessment is the 
cost of repairing or rebuilding, less 
depreciation. 

This cost is assessed on the basis 
of restoring the building to the 
equivalent of its condition im- 
mediately prior to the occurrence of 
the fire damage. 


The general condition of the build- 
ing at that time, its age, its state of 
repair, the regularity and frequency 
or otherwise of maintenance must 
all be taken into account and can 
usually be ascertained by enquiry. 


Machinery and Plant 


In regard to machinery and plant 
losses the first consideration is 
whether or not the insured property 
is repairable. If not, then the value 
at the time of occurrence of the loss 
will be the basis for assessment. Al- 
ternatively, it may be possible to 
purchase in replacement used 
machinery of similar type and 
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quality to that destroyed; a means 
of settlement not infrequently 
adopted. Should the machines be 
repairable then, of course, the steps 
to be taken are obvious. However, 
the question of contribution cannot 
be overlooked and if the repair of 
the machines involves the supply 
and fitting of new parts, it is con- 
ceivable that, when restored, they 
may be of greater value than prior 
to the damage. In which case the in- 
sured should bear some portion of 
the repair cost, as he would other- 
wise receive an advantage to which 
he is not strictly entitled. 


Stocks and Merchandise 


Losses on stocks and merchandise 
are generally free from any applica- 
tion of depreciation as these com- 
modities are not usually of a wasting 
nature, so that, apart from market 
fluctuation or obsolescence, _ the 
market value applies and is readily 
ascertainable —even if records are 
destroyed — by recourse to bank ac- 
counts, taxation returns or suppliers’ 
and customers’ trading accounts 
with the insured. 


The starting point for the assessor 
is the value of stocks held at last 
stocktaking. The value of stocks 
purchased from that date to the date 
of the fire is added, the cost of sales 
made during the same period is de- 
ducted so as to arrive at the value of 
stock in hand immediately prior to 
the occurrence of the fire damage. 


That all appears quite simple and 
straightforward, but various factors 
must be taken into consideration in 
the application of this method of 
calculation, e.g. 


On goods purchased the value at 
the time and place of the loss must 
include freights and charges in- 
curred to get them there, in addition 
to the cost as invoiced from the sup- 
pliers. 


On goods sold the value is only the 
cost as above—there can be no al- 
lowance for anticipated profit, as 
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that would constitute a departure 
from the principle of indemnity al- 
ready defined. 


A point to be watched, with par- 
ticular regard to retailers, is the re- 
moval of certain goods from time to 
time by the proprietor, legitimately, 
for his own use, especially if the in- 
sured is a purveyor of foodstuffs or 
clothing. Any such goods must be 
taken into account as sales. Debts 
owing to the business must also be 
examined, as credit sales must be 
taken into account. 


It will be seen that if such items 
are not included in the calculation, 
then the computation of stock on 
hand at the time ef the loss would 
show an enhanced value, to the ad- 
vantage of the insured, and again 
would constitute a departure from 
the principle of indemnity. 


For manufacturing concerns the 
basis is similar, but with variations 
rendered necessary by the nature of 
the business carried on. 


Stocks inward are usually found 
to be raw materials in the main, and 
as the process of manufacture pro- 
ceeds, there is a charge on those 
materials according to the processes 
through which they have passed, 
and goods sold are, of course, com- 
parable in value to the purchases of 
a distributor, but subject to deduc- 
tion of any profit percentage which 
had been added. 


Thus, we have, broadly speaking, 
three separate calculations in a fac- 
tory assessment: i.e., raw mate- 
rials; materials partly manufactured 
or in process of manufacture; and 
finished goods, the latter being 
valued at the cost of the raw mate- 
rials plus the full cost of the process 
of manufacture. 


Household Goods 

The assessment of losses on house- 
hold goods and personal property is 
comparatively simple. 
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The basis for calculation is, as 
usual, the value at the time and place 
of occurrence of the fire or the cost 
of repair or replacement with simi- 
jar goods; the former being ascer- 
tained from the cost of replacement, 
less any depreciation due to age or 
wear and tear. 


Such property is seldom the sub- 
ject of any record and values vary 
widely so as to frequently create 
quite a problem. It is recognised 
that most individuals have an in- 
flated idea of the value of their own 
property, and to such of these as we 
meet from time to time—although 
the basis for calculation is the same 
—any definite valuation is difficult 
to establish and in practice many 
settlements are concluded on a basis 
of mutual satisfaction. 


Agriculture 


A brief reference is necessary to 
agriculture fire insurances before 
passing on to what I consider one of 
the most important features of any 
adjustment. Here again the basis of 
settlement is the value at the time 
and place of the loss. The training 
manual says :— 


“Where the loss or damage affects agri- 
cultural crops, stacks or similar produce, 
the first step is to ascertain the estimated 
yield of the acreage destroyed. It is then 
necessary to establish the value, at the 
nearest market town, of the anticipated 
products of the crop or stack destroyed, 
or in the case of produce already obtained, 
the value of such produce. 


From this is deducted an allowance for 
any of such expenses as harvesting, cut- 
ting, bagging, carting and similar charges 
which have not yet been incurred. The 
net result is the value at the place and 
time of loss.” 


Salvage 


Frequent reference has been made 
to my first principle—the value at 
the time and place of loss—and to 
depreciation, which factor is natu- 
rally very closely linked to, and in- 
dispensable in, the calculation of 
such value; but I have not previously 
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referred to salvage, which is an im- 
portant feature of the final claim 
adjustment. 


Salvage is dealt with for the bene- 
fit of the parties concerned, and the 
disbursement of salvage proceeds is 
contingent upon the loss settlement. 


If property is fully insured and 
damaged beyond repair, and the full 
amount of the insurance paid so that 
the insured is fully indemnified, then 
all proceeds of salvage sale must 
belong to the insurers and is applied 
in reduction of their loss. 


If, however, the property is only 
partly covered by insurance and loss 
or damage is equal to or greater than 
the amount of the policy, then the 
salvage will belong to the insured, 
provided that the amount paid, to- 
gether with the salvage proceeds, do 
not together exceed the value of the 
property insured, again, at the time 
and place of the loss. This is un- 
likely but should such a circumstance 
arise, then the insurers would be en- 
titled to a proportion of the salvage 
—that amount by which the sum in- 
sured paid and the salvage proceeds 
exceed the value of the insured 
property. 


Averaging 

Such an apportionment is more 
frequently necessary in the case of 
average insurance. 


The Condition of Average reads :— 

“If the property hereby insured shall, 
at the breaking out of any fire, or at the 
commencement of any destruction of or 
damage to such property by any other 
peril hereby insured against, be collec- 
tively of greater value than the sum in- 
sured thereon, then the insured shall be 
considered as being his own insurer for 
the difference, and shall bear a rateable 
proportion of the loss accordingly. Every 
item, if more than one, of the policy shall 
be separately subject to this condition.” 


The application of this condition 
renders it incumbent upon the in- 
sured to carry his own share of any 
loss arising, when the property is 
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not insured for its full insurable 

value: e.g. 
Property 
ance £500. 
Loss or damage, £1,000; Insurers 
pay, £500, the full amount of the 
policy, and insured must carry the 
balance of £500. 


In event of a partial loss of say, 
£250, the insurers will only be liable 
under the policy for £125—the in- 
sured carrying his own proportion 
again, whereas under a non-average 
policy, the insurers would be liable 
to pay to the amount of the policy 
according to the assessed value of 
loss or damage occasioned. 

Where there is full cover, average 
does not operate as there is no under- 
insurance. 

Generally, the condition of average 
applies to policies covering :— 

Two or more buildings or their 

contents without division of 

amounts. 

Property in the open. 

Contents of bond, free and wool 

stores. 

Floating insurances. 

Insurances on stock, etc., in any 

one location where the value ex- 

ceeds a certain specified sum, e.g. 

— £20,000 in a factory or em- 

porium. 

Buildings and contents of build- 

ings of fire resisting construction. 

Agricultural insurances. 

I believe that all insurances should 
be subject to the condition of 
average— 

The Average Clause removes the 
selection against underwriters in 
cases of under-insurance. 


Adjustments under such circum- 
stances, involving various under- 
writers and differing types of policy, 
can become extremely involved and 
afford scope for extensive study on 
apportionment of losses under 
average and non-average policies, 
concurrent or non-concurrent. 


Value, £1,000; Insur- 
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REPORTED FROM 


TEN YEARS OF NATIONAL 
ELECTRICITY 


The consumption of electricity is 
often taken as a yardstick of rising 
standards in an economy. From this 
point of view, if from no other, the 
tenth report of the Central Elec- 
tricity Authority in the United 
Kingdom makes interesting reading; 
it coincides with the tenth anniver- 
sary of the nationalisation of the 
industry in 1948. 


The report shows that consump- 
tion in that period has risen from 
32,669 million units to 70,425 million 
units; an increase of 116 per cent. 
There has been an increase in the 
number of consumers from 
10,801,000 to 14,815,000; or 37 per 
cent. more. In the same time, the 
average price per unit has risen 
from 1.144d. to 1.534d. 


The installed capacity of power- 
houses has more than doubled, and 
thermal efficiency increased by about 
one-fifth. Stations under construc- 
tion will increase the capacity by 
another half, their output being es- 
timated to contribute another 12 
million kilowatts. Of this figure, 
nuclear stations at present under 
construction are expected to have a 
capacity of 1,575,000 kilowatts. The 
use of conventional fuels such as 
coal and oil will obviously continue 
for a long time to come. 


The industry as a whole made a 
profit of some £16 million for the 
year ended 31 March, 1958. This 
included the profit of the central 
authority, which is now reconsti- 
tuted as the Central Electricity 
Generating Board and is responsible 
for the generation of power, and the 
net profit of the Area Boards, who 
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LONDON 


By G. D. McCOLL. 


distribute electricity to consumers. 
Not all of the latter made profits, but 
some made substantial ones, so that 
some tariff reductions have been an- 
nounced for the new year. Increas- 
ing productivity has been a feature 
of the industry for some time, and 
the boards are hoping to pass on 
some of the benefits to their con- 
sumers in the form of lower tariffs. 


£1.5m. Profit in London 


The London Electricity Board 
shared in the overall profit for the 
year to the extent of nearly £1.5 
million. Although it does not 
supply all of the vast metropolis, it 
had 1,747,099 consumers at 31 
March last, and during the year sold 
6,604 million units of electricity. 


The increase of a little over 15,000 
consumers during the year is a little 
less than in the previous year, the 
reason probably being the continu- 
ing movement of people away from 
inner London to the new towns and 
housing estates farther out. The 
drop in rate of growth of domestic 
consumption is being more than off- 
set by a rise in commercial and in- 
dustrial output. 


Th board is still coping with the 
problem of converting supplies from 
D.C. to A.C. and from non-standard 
voltages to 240 volts. A further 
94,000 Londoners had their supplies 
changed over during the year, but 
there remains about 30 per cent. of 
the total consumers still to be con- 
verted. The change-overs during 
the year involved alterations to con- 
sumers’ appliances costing the board 
nearly £700,000. 


Of its £14 million surplus, the 
Board will have to put aside £780,000 
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to meet taxation, while a further 
£400,000 has been appropriated to 
its supplementary depreciation pro- 
vision for the replacement of worn- 
out assets, this being in addition to 
the normal depreciation charged 
against revenue. Capital expendi- 
ture for the year exceeded £8 
million, of which nearly £6 million 
was financed from the board’s own 
reserves. 


THE FIRST HEARING 


“The Court continued the hearing 
of this reference by the Registrar of 
Restrictive Trading Agreements 
pursuant to Section 20 (2) (a) of the 
Restrictive Trade Practices Act, 
1956, of the agreement subsisting 
between all the members of the 
Chemists’ Federation.” So The 
Times Law Report of 10 October be- 
gan its report of the first case heard 
before the Restrictive Practices 
Court. 


This hearing marks the beginning 
of another stage in the post-war 
effort to exert some judicial control 
over monopolies and monopolistic 
practices in the United Kingdom. 
Previously the common law was the 
sole regulator of any abuses, but the 
difficulties of interpreting which 
contracts operated against the public 
interest led to the position where 
the learned judges found it almost 
impossible to distinguish between 
borderline cases. That there were 
abuses of power being exercised was 
emphasised by the later report of the 
Monopolies and Restrictive Practices 
Commission, which reported that “as 
far as we can establish, it is only 
during the present century—and es- 
pecially during the past thirty years 
—that the practices, at any rate in 
their modern form, have been either 
consistently or widely followed”. 


An enquiry was initiated into 
monopolies and restrictive practices 
in 1948, and a commission set up to 
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report on practices referred to it by 
the Board of Trade, and their effect 


on the public interest. Since that 
time, the commission has investi- 
gated a number of industries in 
which large combinations dominate 
the supply of commodities, and has 
made recommendations about them. 
Often the reports themselves have 
led to the abandonment of some prac- 
tices; others will no doubt be ex- 
amined by the court. 


In 1953, a commission found that 
collective agreements to enforce 
levels of retail prices did exist and 
these were contrary to the public in- 
terest. The commission  recom- 
mended that legislation should be 
introduced to make them ‘legal. 
This has been achieved by ._ Re- 
strictive Trade Practices Act of 
1956, described in its prologue as 
“An Act to provide for the registra- 
tion and judicial investigation of 
certain restrictive trading agree- 
ments, and for the prohibition of 
such agreements when found con- 
trary to the public interest; to 
prohibit the collective enforcement 
of conditions regulating the resale 
price of goods, and to make further 
provision for the individual enforce- 
ment of such conditions by legal 
proceedings”. 


Collective resale price mainten- 
ance has been banned outright. A 
Restrictive Practices Court has been 
set up which will decide whether or 
not the agreements are contrary to 
public interest. Trade associations 
are required to register all agree- 
ments covered by the terms of the 
Act. The onus will be on the associa- 
tions to prove that their agreements 
are not against the public interest. 
It is generally thought that many 
agreements have been terminated 
rather than that they be subjected 
to the court’s investigation; the fate 
of others remains to be decided. 
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RECENT LEGAL DECISIONS 





Discussed by L. C. VOUMARD, B.A., LL.B. 


Claim Could Not Be Declined 


The New Zealand case of 
F.A.M.E. Insurance Co. Ltd. v. 
Spence (1958) N.Z.L.R. 735 is 
an example of the circumstances 
in which knowledge gained by 
an insurance assessor will be 
imputed to an insurer, to the 
latter’s detriment. 


S. took out a comprehensive policy 
on his car pursuant to a proposal he 
signed on 13 July, 1956. He had an 
accident on Saturday, 27 October, 
1956, and on Monday the 29th he 
went to the insurer to make a claim. 
He was given a claim form, and told 
to go to a nominated assessor, give 
him all particulars, and complete the 
claim form there. He did so on the 
same day. By 8 November, the 
assessor had decided to have the car 
repaired—he had considered first 
whether it might not be better to 
treat it as a total loss—and a re- 
pairer was instructed accordingly. 
The work was finished, and S. took 
ee of the car, early in Decem- 

er. 


On 4 December, the assessor sent 
the claim form back to the insurer, 
and the latter then realised for the 
first time that the claim form gave 
details of S’s previous accidents, 
which information had not been dis- 
closed on the proposal form. This 
non-disclosure of material informa- 
tion would in normal circumstances 
have entitled the insurer to decline 
the claim, and on 15 February the 
insurer purported to do so. 


S. contested the company’s right 
to do this, and the court upheld him. 
The assessor had been nominated by 
the company to receive the claim 
form, and he had actual knowledge 
of the discrepancy between the claim 
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form and the proposal; his know- 
ledge of this, gained on 29 October, 
was to be attributed to the company 
as from that date, and the fact that 
despite the inaccurate answer on the 
proposal repairs had been authorised 
on behalf of the insurer prevented it 
from declining liability. True, the 
company itself did not see the claim 
form before 4 December, but it was 
effectively saddled with knowledge 
of what the claim form contained 
because, after all, S. had merely com- 
pleted the claim form in accordance 
with the company’s own instruc- 
tions. 


Oppression of Minority 


In Scottish Co-Operative 
Wholesale Society Ltd. v. Myer 
& Another (1958) 3 All E.R. 
66, the House of Lords has had 
occasion, for the first time, to 
consider Section 210 of the Com- 
panies Act 1948 (Eng.). That 
section is intended to give op- 
pressed members an opportunity 
to seek from the Court some 
order other than a winding up 
order, and reads: 


“210 (1). Any member of a com- 
pany who complains that the affairs 
of the company are being conducted 
in a manner oppressive to some part 
of the members (including himself) 
. » - may make an application to the 
court by petition for an order under 
this section. 


(2). If on any such petition the 
court is of opinion 


(a) that the company’s affairs 
are being conducted as afore- 
said; and 


(b) that to wind up the com- 
pany would unfairly pre- 
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judice that part of the mem- 
bers, but otherwise the facts 
would justify the making of a 
winding up order on the 
ground that it was just and 
equitable that the company 
should be wound up; 


the court may, with a view to bring- 
ing to an end the matters com- 
plained of, make such order as it 
thinks fit, whether for regulating 
the conduct of the company’s affairs 
in future, or for the purchase of the 
shares of any members of the com- 
pany by other members of the com- 
pany or by the company . . . or other- 
wise.” 

At the moment, no equivalent pro- 
vision exists in most of our local 
Companies Acts, although the 
Queensland Act contains a compar- 
able section (Sec. 379A), and the 
Companies Bill now before the Vic- 
torian Parliament contains (Clause 
94) a very similar provision, (going, 
if anything, a little further), and it 
is not inconceivable that other States 
in due time may introduce similar 
legislation. Hence, the importance 
of the decision referred to is ap- 
parent. 


The facts were rather complicated, 
but, as set forth in the headnote to 
the case, were as follows: “The 
appellants (i.e. Scottish Co-Opera- 
tive Wholesale Society Ltd.) owners 
of a weaving mill, and the respond- 
ents (Dr. Meyer and Mr. Lucas) 
who formerly were German 
nationals, started in 1947 the manu- 
facture of rayon cloth, which the 
appellants had not previously manu- 
factured. 


“The respondents, who provided 
the formulae, knowledge and ex- 
perience, had extensive connections 
in Europe in the trade and obtained 
licences for the purchase of yarn and 
the manufacture of rayon cloth, 
which was then subject to control. 
A private company (Scottish Textile 
& Manufacturing Co. Ltd.), a sub- 
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sidiary of the appellants, was formed 
for the purpose. The issued capital 
of this company was 7,900 £1 shares, 
of which 4,000 were held by the 
appellants and 3,900 by the respond- 
ents; the company had five directors 
of whom the respondents were two, 
and three were nominees, and direc- 
tors, of the appellants. 


“The respondents obtained sup- 
plies of yarn, for which the appel- 
lants paid, and the cloth was woven 
and processed at the appellants’ mill, 
and was then sold to and re-sold by 
the (subsidiary) company. The com- 
pany was successful. The appellants 
desired to acquire further shares at 
par, the value of a £1 share being 
then £6 odd. A proposal by the re- 
spondents for the issue of shares to 
the appellants at valuation was not 
accepted, and from that time hos- 
tility on the part of the appellants 
and their nominees on the board of 
the company to the respondents 
developed. The appellants formed a 
department that carried on a busi- 
ness of purchasing materials and 
dyeing, finishing and _ processing 
them for sale. After the end of 
cotton control in June, 1952, the 
appellants were free to obtain rayon 
yarn without licence. They then 
adopted a policy of starving the 
company of supplies of rayon cloth 
from the mill, on which the company 
was dependent. Early in 1953 the 
board of the appellants refused an 
offer of the respondents to sell their 
shares at a negotiated price (about 
£4/16/- per share), recording in the 
minutes, though the respondents 
were not so informed, that the com- 
pany had served its purpose and 
should be liquidated if possible. The 
nominee directors of the company 
adopted a policy of passive support 
of the appellants by inactivity, al- 
lowing the company’s trading activi- 
ties to decline or vanish.” 


Here, then, we had the sorry 
spectacle of a previously successful 
subsidiary company being allowed to 
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go to the wall. Its parent, indeed, 
was out to destroy it, and a majority 
of the subsidiary’s directors, who 


- were merely nominees of the parent, 


acted, in the words of one of the 
Scottish judges of first instance (for 
the case began before the Scottish 
courts) “in the interests of the 
(parent) and against the interests 
of the (subsidiary) by adopting a 
policy of masterly inactivity and al- 
lowing the (subsidiary’s) trading 
activities to decline to vanishing 
point”. 


Another member of the Scottish 
court said of these three directors 
that “even their continuance in office 
as directors of the (subsidiary) put 
an obstacle in the way of the 
minority taking early and perhaps 
some timeous action to save the 
(subsidiary), or at all events to 
maintain in whole or in part the 
value of the (subsidiary’s) shares’. 


The conduct of the nominee direc- 
tors was, therefore, a negative one 
to let the subsidiary drift towards 
the rocks. But despite this policy of 
inaction, the Scottish court and the 
House of Lords unanimously held 
that the affairs of the company were 
being conducted in a manner oppres- 
sive to the respondents, and the end 
result (it being common ground that 
it was just and equitable that the 
subsidiary be wound up) was that 
the parent company was ordered to 
purchase the shares of the respond- 
ents at £3/15/- each. This, no doubt, 
achieved substantial justice. 


Of more importance, however, was 
the readiness of the courts to look at 
the business realities of the situation, 
rather than be unduly impressed 
with the legal fact that the two com- 
panies involved were separate legal 
entities. As indicative of this, the 
following passage from the opinion 
of Viscount Simonds will suffice. 

“My Lords, on the facts .. . it appears 


to me incontrovertible that the society 
(i.e., the parent company) has behaved to 
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the minority shareholders of the company 
(i.e. the subsidiary company) in a manner 
which can justly be described as oppres- 
sive. It has the majority power and it 
exercised its authority in a manner 
‘burdensome, harsh and wrongful’—I take 
the dictionary meaning of the word. But, 
it is said, let it be assumed that the society 
acted in an oppressive manner; yet it did 
not conduct the affairs of the company in 
an oppressive manner. My Lords, it may 
be held that the acts of the society of 
which complaint is made could not be re- 
garded as conduct of the affairs of the 
company if the society and the company 
were bodies wholly independent of each 
other, competitors in the rayon market, 
and using against each other such methods 
of trade warfare as custom permitted. 
But this is to pursue a false analogy. It 
is not possible to separate the transactions 
of the society from those of the company. 
Every step taken by the latter was deter- 
mined by the policy of the former. I ob- 
served that, in the course of the argument 
before the House, it was suggested that 
the company had only itself to blame if, 
through its neglect to get a contract with 
the society, it failed in a crisis to obtain 
from the Falkland Mill (i.e. the mill owned 
by the society) the supply of cloth that it 
needed. The short answer is that it was 
the policy of the society that the affairs 
of the ccmpany should be so conducted, 
and the minority shareholders were con- 
tent that it should be so. They relied—how 
unwisely the event proved—on the good 
faith of the society, and in any case they 
were impotent to impose their own views. 
It is just because the society could not 
enly use the ordinary and legitimate 
weapons of commercial warfare but could 
also control from within the operations of 
the company that it is illegitimate to re- 
gard the conduct of the company’s affairs 
as a matter for which it had no responsi- 
bility. After much consideration of this 
question, I do not think that my own views 
could be stated better than in the late Lord 
President, Lord Cooper’s, words on the first 
hearing of this case. He said... ‘In my 
view, the section warrants the court in 
looking at the business realities of a situa- 
tion and does not confine them to a narrow 
legalistic view. The truth is that, whenever 
a subsidiary is formed as in this case with 
an independent minority of shareholders, 
the parent company must, if it is engaged 
in the same class of business, accept as a 
result of having formed such a subsidiary 
an obligation so to conduct what are in a 
sense its own affairs as to deal fairly with 
its subsidiary.’ 

“At the opposite pole to this standard 
may be put the conduct of a parent com- 
pany which says ‘our subsidiary company 
has served its purpose, which is our pur- 
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pose. Therefore let it die’ and, having thus 
pronounced sentence, is able to enforce it 
and does enforce it not only by attack 
from without but also by support from 
within. If this section is inept to cover 
such a case, it will be a dead letter indeed. 
I have expressed myself strongly in this 
case because it appears to me to be a 
glaring example of precisely the evil which 
Parliament intended to remedy.” 


By way of anti-climax, it is 
interesting to speculate on the ex- 
pense in which the case involved the 
parent company. Its appeal was dis- 


missed with costs, after a hearing of 
eleven days before the House of 
Lords, and this was preceded by a 


hearing before the Scottish court - 


which lasted thirteen days. One 
might legitimately assume therefore, 
that since, at the end of all this, it 
had to pay £3/15/- per share for 
3,900 shares, it would have been far 
better off to have accepted the re- 
spondents’ earlier offer to purchase 
~- 3,900 shares for about £4/16/- 
each. 





THE AUSTRALASIAN INSTITUTE OF COST ACCOUNTANTS 


Convention to be held in Tasmania in April, 1959 


'ASMANIA is to be honoured 

with its first cost accountants’ 
convention next year. It is to be held 
on Friday, 10 April, and the follow- 
ing Saturday and Sunday at the 
beautifully situated Lufra Hotel at 
Eaglehawk Neck, one of Tasmania’s 
most popular tourist resorts, 50 
miles from Hobart. 


The Premier of Tasmania (The 
Hon. E. E. Reece) has kindly con- 
sented to officially open the conven- 
tion at the dinner to be held on Fri- 
day evening, 10 April. 


Details of the convention pro- 
gramme, which will have as its 
theme “What Management Requires 
~ its Cost Accountant”, are as fol- 
ow: 


Friday Evening: Address by Mr. John 
H. Kirkhope (chairman of directors, Con- 
tainers Ltd.) and a director of other large 
Victorian companies, entitled “A Critical 
Approach to Management Accounting”. 


Saturday Morning: Address by Mr. R. 
Bomphrey, assistant general manager, 
Olympic Tyre and Rubber Co. Ltd., en- 
titled “Planning and Budgeting”; After- 
noon: Address by a speaker to be selected 
on “Control and Reporting”; Evening: 
Professor R. I. Downing (Ritchie Profes- 
sor of Economic Research, University of 
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Melbourne) will speak on “Current Econo- 
mic Trends”. 


Sunday Morning: Actual case study in 
relation to the subject “Forward Planning 
and Pricing Policy” to be presented by 
Dr. H. F. Craig, Director of Studies, 
Summer School of Business Administra- 
tion, University of Melbourne. The case 
study method has not been used frequently 
in Australia and delegates will discover 
the great benefits to be derived from par- 
ticipating in this new method of solving 
industry’s problems. The convention will 
end at 2.15 p.m. on Sunday. 

The members of the convention 
organising committee, Messrs. F. A. 
Buttner, chairman (Vic.), V. A. 
Benjafield (Tas.), J. G. Cooper 
(Tas.), K. Cross (Vic.), E. H. Nie- 
mann (Vic.), H. S. Southam (Vic.) 
and C. O. Turner (Tas.), are plan- 
ning to ensure that the convention 
will be an outstanding success in 
every respect. The panel of speakers 
listed to address the convention are 
outstanding authorities in their re- 
spective fields and their remarks 
should stimulate the active partici- 
pation of delegates in the various dis- 
cussion groups. Everybody attend- 
ing the convention can be assured of 
a most interesting and rewarding 
week-end in comfortable and pleasant 
surroundings. 
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Register of Members 





Listing the names of members of the 
Australian Society of Accountants and of 
The Australasian Institute of Cost 
Accountants who have been advanced 
recently in status with the names of new 
members and those whose names for 
various reasons have been removed from 
the registers. 


Australian Society of 
Accountants 


VICTORIA 


Provisional Associates: Beville, K. R.; 
ge ag J. S.; Johnson, J. L.; Thomas, 


Associates: Chisholm, D. S.; Clegg, H. 
C.; Howell, G. E.; Martin, A. E.; McColl, 
K. Hi: McKenzie, R. Lz: Neilson, D. G.; 


Roberts, A. J. 
Advanced to Associates: Cohen, M. S.; 
Coul- 


Wilson, W. N. 
Advanced to Fellow: Baird, D. J.; 

son, W. M.; Gunning, R. D.; Mitchell, 

H. A.; Russell, T. R.; West, B. M. 
Removed from Register — Deceased: 

Burke, C. W.; Green, T. H.; Hobbs, D.; 

ae H. E.; Nelson, “z A.; Oliphant, 
H. B.; Ridgers, N. F.; Thetford, H. 


Resigned: Clarke, S. A.; Falconer, * J.3 
Jones, E.; Oldham, A. G.; Vance, C. L. 


NEW SOUTH WALES 


Provisional Associates: Gardiner, D. M.; 
Gunn, J. A.; Larke, D. B.; Middleton, D. 
M.; Peska, J. A. 

Associates : Caesar, B. (Miss); Johnston, 
B. P.; Mansfield, D. Ww. Bis Martin, D. A,; 
Owttrim, D.; Robinson, A. W.; Trousdale, 


Admitted as Fellow: Porter, M. G. 
Advanced to Associates: Giddings, BR. A.3 
Muffett, ‘." Ls ene mm il Shoe- 

wa 5 ; Smallwood, C. 
RE ‘to Fellow: PA Jd. As 
Mar, R. H.; Ure, A. F. 

Removed from Register — Deceased: 
Baur, N. G.; Chester, S. J.; Cornish, A. S.; 
Dean-Jones, L. K.; Druce, C. A.; Gray, 
A. J.; Sheedy, E. H.; Thorburn, Ss. N. 
Resigned: Kavanagh, J. 


QUEENSLAND 


Associates: Bancroft, N. J.; 
R. H.; Van Der Est, W. 

Advanced to Fellow: Livingston, L. N. 

Removed from Register — Deceased: 


Metcalfe, 


lliff, K. S. Resigned: Campbell, J. B.; 
Jones, R. M. 
SOUTH AUSTRALIA 
Bartlett, B. J.; Matthews, 


Associates: 
~ | 
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The Australasian Institute of 
Cost Accountants 


VICTORIA 
Associates: Hillier, E. G.; Wilson, E. O. 
Advanced to Fellow: Baird, J 
Removed from Register — Deceased: 
Dixon, H. B.; Green, T. H.; Mines, H. E. 


NEW SOUTH WALES 


Provisional Associates: Bartholomaeus, 
B. P.; McAllister, J. H.; McAviney, A. J.; 
Quince, Bm A. ¥e3 Scharp, R. J. W. 


Associates: Richardson, P. L.; Rowe, 
3 

Advanced to Associate: Cone I S.-H. 
Advanced to Fellow: Gole, R. G. 

QUEENSLAND 
Provisional Associates: De Nooy, Z.; 
Hawke, V. V. G.; Wruck, J. F. 
Associates: Hammond, W. T.; Isaacs, 
R. A. N. 
WESTERN AUSTRALIA 

Advanced to Associates: Dixon, C. F.; 


Moss, F. A. C. 
Advanced to Fellow: Pope, W. H. 


SOUTH AUSTRALIA 


Associate: Branson, K. G. 
Advanced to Associate: Warrell, D. 





New President of American 
Accounting Association 


New presi of American acctng assoc. 

The many friends Professor Martin L. 
Black, Jnr., made during his visit to Aus- 
tralia in 1956 will be interested to learn 
that he has been elected president of the 
American Accounting Association. He is 
Professor of Accounting at Duke Univer- 
sity, North Carolina, and came to Australia 
as Fulbright Visiting Professor at Can- 
berra University College. During his stay 
of several months in this country the 
Australian Society of Accountants ar- 
ranged for him to give a most successful 
series of lectures in several State capitals. 
Professor Black is also President of the 
North Carolina Association of Certified 
Public Accountants. 


« + ° 


The Institute of Chartered 
Accountants in Australia 


At the meeting of the General Council 
of this Institute, which concluded on 14 
November, the following  office-bearers 
were elected: President, Mr. J. W. Peden 
(Queensland); vice-presidents, Mr. G. C. 
Tootell (Victoria), Mr. C. R. Kelynack 
(New South Wales). 
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NEWS AND NOTES 


Australian Society of 
Accountants 


QUEENSLAND 


Members’ Luncheon 

One of the most important activities of 
the Queensland Division for 1958, was a 
special luncheon held at the Oxley Room, 
Lennons Hotel on 11 November when His 
Excellency the Governor of Queensland, 
Colonel Sir Henry Abel Smith, K.C.V.O., 
D.S.O., was the guest of honour. 


The State president, Mr. W. T. Reid, in 
welcoming His Excellency, referred to the 
active interest which he had taken in all 
matters which affected the welfare of the 
people. Mr. Reid also mentioned that the 
record attendance at the luncheon was a 
personal tribute to the respect and high 
regard in which the Governor is held. 


His Excellency in reply stressed the vital 
part to be played by accountants in the 
financial aspects of an expanding State. 


The chairman introduced to members 
Mr. C. W. Aston, a director and general 
manager of the Peninsular & Oriental 
Steam Navigation Co. and chairman of the 
London and District Chartered Account- 
ants. Mr. Aston is making his first visit to 
Australia and in replying to the welcome 
extended by Mr. Reid, expressed his 
pleasure at being the Division’s guest on 
such a notable occasion. 


Southport Convention 


A successful convention arranged and 
conducted by the Education Committee of 
the Queensland Divisional Council of the 
Society was held at Southport over the 
week-end, 17 to 19 October. 


In addition to Queensland members, a 
number of members of the New South 
Wales Division resident in the Northern 
Rivers and New England districts attended 
by invitation of the Queensland Divisional 
Council. 


The principal speakers were Sir 
Alexander Fitzgerald of Melbourne, and 
Mr. W. R. J. Riddel of Brisbane. Sir 
Alexander Fitzgerald’s paper, “Does 
Management in Australia Really Use Ac- 
countancy? If Not, Why Not?” was dis- 
cussed by a panel comprising Messrs. J. 
W. Peden and D. A. Gray of Brisbane and 
Mr. Everett Brown, a Fulbright lecturer 
from the United States of America, with 
Mr. G. F. Robbins as chairman. Mr. Rid- 
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del’s paper, “Current Procedures on Ac- 

counts Payable” was discussed by a panel 

comprising Messrs. E, R. Kennedy, M. E. 

Underwood and R. W. Smalley, all of Bris- 

agg under the chairmanship of Mr. J. G. 
rr. 


At the third technical session entitled, 
“Problems and Opinions” a panel — 
ing Messrs. J. T. Catton, L. K. Adams, § 
G. Stormonth and A. T. Rees, discussed a 
number of questions submitted previously 
by members attending the convention. 
Some of the matters discussed included 
“The Elimination of Shillings and Pence 
from the Books of Account”, “In What 
Specific Ways Can Help be Given by 
Auditors of Local Authorities to En- 
courage the Use of Accounting as a 
Managerial Tool?” and “Should an Audi- 
tor’s Report Refer Specifically to the Item 
‘Stock on Hand’ in Published Company 
Accounts?” Mr. R. A. McInnes of Brisbane 
was chairman of this session. 


The convention was officially opened on 
Friday evening at a social function held 
at the Pacific Hotel. At a closing luncheon 
held on Sunday at the same location, Mr. 
R. F. Butt in the absence of the State 
President, extended the sincere apprecia- 
tion of the Divisional Council to all whose 
efforts had contributed towards the success 
of the convention. 


During the convention, the Divisional 
Council was pleased to welcome Mr. E. 
Cupit representing the New South Wales 
Divisional Council. At the closing lunch- 
eon, on behalf of the New South Wales 
members present he expressed his apprecia- 
tion and thanks for the opportunity to be 
present at the convention. 


Members’ Activities 


The first meeting of the Education Group 
organised for practising accountants in 
Brisbane was held on 6 October. The meet- 
ing appointed a committee of three to 
arrange the future activities of the group, 
Mr. K. M. Shaw, A.A.S.A., is chairman of 
the group and Mr. J. W. Stephens, 
F.A.S.A., hon. secretary. 


It was decided to hold meetings each 
month for an extended period and that 
the purpose of the group would be better 
served by having discussions than by 
arranging lectures. 

Accordingly at ~ meeting on 3 Novem- 
ber, Messrs. M. Collom, A.A.S.A., and 
K. M. Shaw A the panel to lead the 
discussion and answer questions on the 
subject of “Income Tax”. 
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CAIRNS GROUP 


A tape recording of the “Problems and 
Opinions” session of the recent convention 
held by the Society at Southport, Queens- 
land, was presented to a meeting of the 
Cairns Discussion Group held in the Starr 
Bowkett Building, Lake Street, Cairns, on 
13 November. 


VICTORIA 


Monthly Luncheon 


A well-attended gathering of members 
heard a most interesting address at the 
November luncheon. Professor C. E. Moor- 
house, B.Mec.E., M.E.E., Professor of 
Electrical Engineering, University of Mel- 
bourne, spoke on the problems of design- 
ing an engineering course. 


Family Circle Discussion 


Mr. R. A. Hayes led an animated Family 
Circle discussion on the subject of “Direct 
Costing”. He presented a series of well- 
prepared charts to illustrate the main 
points of his address which his listeners 
found of great value. 


Mt. Eliza Convention 


The Administrative Staff College, Mt. 
Eliza, was the setting for one of the most 
successful conventions ever conducted by 
the Victorian Division of the Society. The 
central theme, “Problems of a Growing 
Business,” was expanded in a most cap- 
eble manner by the following speakers:— 


Mr. C. G. K. Smith (manager, Melbourne 
Office, National Bank of A’asia)—“The 
Banker’s Point of View; Mr. H. Walker, 
B.C.E. (Melb.), F.I.A. (assistant general 
manager, National Mutual Life Associa- 
tion of A’asia Ltd.)—‘“The Place of the 
Institutional Investor”; Mr. E. N. Avery 
(director and consultant, Aust. United 
Corporation Ltd.) —“The Investment Com- 
pany’s Contribution”; Mr. A. McB. Fair- 
foul, F.A.S.A. (sharebroker, Tolhurst, 
Henley, Munckton & Co.)—“The Function 
of the Stock Market”. 


After syndicate and group discussion on 
each of these lectures, the Convention con- 
cluded with a case study on the central 
theme conducted by Dr. H. F. Craig, D.C.S. 
(Harvard), B.A. F.A.S.A., A.C.1S., 
A.C.A.A.—Director of Studies, School of 
Business Administration, University of 
Melbourne. 


In the ideal setting at the College, dis- 
cussion was lively and constructive, and 
information of lasting benefit to members 
attending was forthcoming. 
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Golf Day 
Over 80 members participated in the 
Division’s annual golf day held at Green 
Acres Golf Club on 20 November. Ideal 
weather and playing conditions were en- 
joyed and the winners of trophies were: 
Messrs. A. McB. Fairfoul and C. R. Rose 
(49 pts.), four-ball best-ball; Mr. H. Carr 
(37 pts.), on a count-back from Mr. W. 
Stafford, for best score by a player with a 
handicap of 16 or under; Mr. L. McGib- 
bony (41 pts.) for the best score for a 
player with a handicap of 17 and over. 


The trophies were presented by Messrs. 
A. McB. Fairfoul and C. K. Davies who, 
on behalf of members present, thanked 
the management of the Green Acres Club 
oe making its excellent facilities avail- 
able. 


Personal 


Air Commodore D. A. Creal, O.B.E., 
F.A.S.A., A.C.LS., for the past four years 
Controller of Equipment, Department of 
Air, has been appointed Air Officer Com- 
manding, Maintenance Command, R.A.A.F. 


Mr. Colin G. Rankin, F.A.S.A., manager 
of Alfred Hospital, Melbourne, has been 
appointed administrator of Royal Adelaide 
Hospital, Adelaide. 


BALLARAT BRANCH 
Lecture 


The activities of the Branch for 1958 
concluded with a meeting on 29 October 
held in conjunction with the Ballarat Chap- 
ter of the Chartered Institute of Secre- 
taries. 


The meeting followed the form of a 
symposium on the preparation for an 
annual general meeting, the presentation 
being in the form of a conference in the 
office of a company secretary with various 
members of the board of directors, auditor 
and legal representative and the printer. 


Mr. Ed. F. Meier, F.C.LS., chairman of 
the Research Group of the Victorian Divi- 
sion of the Chartered Institute of Secre- 
taries and Mr. R. W. Robertson, F.A.S.A., 
of the Divisional Council brought the neces- 
sary script with them and with the assist- 
ance of local members provided a most 
interesting and instructive evening. At 
the close of the formal presentation of 
the subject matter the meeting was open 
to questions and a wide variety of topics’ 
pertaining to annual meetings and other 
aspects of Company Law were discussed. 


The meeting was under the chairman- 
ship of Mr. Robert Brown, A.A.S.A., chair- 
man of the Ballarat Branch Council who 
paid a tribute to the help so readily given 
to the branch by the Research Group on 
this and other previous occasions. 
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NEW SOUTH WALES 


Automatic Computer Techniques Course 

Three full-time day courses on automatic 
computer techniques are to be held in the 
Adolph Basser Computing Laboratory, 
School of Physics, University of Sydney, 
in January and February, 1959. The secre- 
tary of The Nuclear Research Foundation 
will be pleased to supply full particulars 
of the courses. Inquiries should be ad- 
dressed to Mr. H. A. Showers, School of 
Physics, University of Sydney. 


Personal 

Messrs. Stan. S. Downes & Sons advise 
that their telephone number has been 
changed to BW 2992 (3 lines). 

Mr. D. J. McKenzie, A.A.S.A., has been 
appointed secretary of the Bowater Cor- 
poration of Australia Ltd. 

Messrs, C. K. Millar, F.A.S.A., and K. 
A. Millar, A.A.S.A., practising as C. 
Kenneth Millar & Son, advise that they 
are now practising at Cronulla Private 
Medical Clinic Building, 19 Gerrale Street, 
Cronulla. 

Mr. A. W. Williams, A.A.S.A., advises 
that his practice is now being conducted 
at the Bank of New South Wales Cham- 
bers, 425 Victoria Avenue, Chatswood. 

Mr. H. Jenkins, F.A.S.A., advises that 
his practice is now being conducted at 
147A King Street, Sydney. Telephone: 
BW 6136. 

CANBERRA BRANCH 


Economic Aspects of Tree Planting 

Dr. L. D. Prior, the recently appointed 
Professor of Biology at Canberra Uni- 
versity College, addressed members of the 
Canberra Branch on 29 October, 1958, on 
the subject of “Economic Aspects of Tree 
Planting on the Southern Tablelands”. 


The meeting was under the control of 
Mr. H. C. Newman, O.B.E., F.A.S.A., 
branch chairman. A vote of thanks to the 
speaker was carried on the motion of Mr. 
K. Medbury, A.A.S.A., a member of the 
branch council. 


COOMA DISTRICT GROUP 


The fourth general meeting of the Cooma 
District Group for 1958 was held in the 
Monaro Hostel on 12 November, 1958. Mr. 
A. W. Rackham, F.A.S.A., occupied the 
chair and introduced Mr. A. S. Humphrey, 
who delivered an interesting address on 
“Cost Accounting”. A vote of thanks to 
the speaker was moved by Mr. R. Johnson, 
A.A.S.A. 

Mr. K. G. Ernst was welcomed as a new 
member of the group and the visitors 
present included a Colombo Plan Research 
— Miss C. Khunakarsem from Thai- 
and. 
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TASMANIA 


Annual Church Services 

The annual church services for the Tas- 
manian Division arranged by the Society 
in conjunction with the Institute of 
Chartered Accountants and the Chartered 
Institute of Secretaries were held on Sun- 
day, 9 November, at St. David’s Cathedral 
and St. Mary’s Cathedral in Hobart, and 
at the Paterson Street Methodist Church 
and the Roman Catholic Church of the 
Apostles in Launceston. 


Luncheon Meeting 

The final luncheon meeting for 1958 was 
held in Hobart on 7 November. There was 
a good attendance of members to hear an 
interesting address by Mr. D. R. Camp- 
bell, Dip.Com., A.A.S.A., who took as his 
subject “Administrator’s Monastery—The 
Australian Administrative Staff College”. 


SOUTH AUSTRALIA 


October Lecture 
On 16 October a large gathering of 
members heard an interesting address 
delivered by Mr. L. J. Seward, A.A.S.A., a 
member of the stockbroking firm of Cutten 
and Harvey on the subject “A Share- 
broker’s Approach to Published Accounts”. 
The address stimulated a lively discussion; 
. many questions being put to the speaker. 


October Luncheon 

The October luncheon held at the South 
Australian Railways Refreshment Rooms 
on Monday, 27 October, was attended by 
116 members. The guest speaker was Mr. 
Bryce Rankine, M.Sc., Senior Research 
Officer of the Australian Wine Research 
Institute, who spoke on the wine industry 
in California. 


Sectional Activities 

Following the issue of a circular to all 
members advising the decision of the 
Divisional Council to form two sectional 
groups the Council has appointed the 
following group committees:— Retail 
Traders’ Group: Mr. D. P. Williams (chair- 
man), Messrs. D. G. Othams, A. A. Stock, 
W. E. Sara and K. J. Anderson; Practising 
Accountants’ Group: Mr. L. H. Duncan 
(chairman), Messrs. J. M. Jones, A. Brook- 
man, A. R. Wheaton and L. P. Skinner. 


The first meeting of the Retail Traders’ 
Group was held on 31 October and proved 
most successful. Group meetings were 
arranged for 17 November and 1 December 
and the committee is considering the pro- 
gramme for 1959. 

The committee of the Practising Ac- 
countants Group has decided that due to 
the peak period of business being ex- 
perienced by members of the profession 
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at this time meetings of the group will 
not be held until early in the New Year. 
A circular has been issued to members in- 
forming them of the decision to divide the 
group into four discussion groups which 
will consider problems relating to the fol- 
lowing subjects:—Auditing Procedure and 
Techniques; Professional Ethics, Client 
Relationships and Office Procedures; Taxa- 
tion Procedures; Liquidations, Receiver- 
ships, and Trustees under Bankruptcy. 


The Divisional Council has approved the 
committee’s recommendation that the 
results of the discussions of these groups 
be presented to members of the group at 
a one-day convention to be held on the 
day immediately preceding the State Con- 
vention to be held at Berri on 30 and 31 
May, 1959. 


Travelling Scholarship 


The English Speaking Union, South Aus- 
tralian Branch, is offering a _ travelling 
scholarship which will take the form of a 
grant to the value of £A150 open to all 
young men and women who are British 
subjects, resident in South Australia, and 
who are between the ages of 21 and 35 
years. The grant is offered to assist in 
defraying the travelling or incidental ex- 
penses of a candidate who will be pro- 
ceeding to the United Kingdom or the 
United States of America not later than 
31 December, 1959, in furtherance of 
studies, 

Application forms and copies of the con- 
ditions are obtainable from the Secretary, 
English-Speaking Union (South Aus- 
tralian Branch), 263 North Terrace, 
Adelaide, with whom applications close on 
31 March, 1959. 


Personal 

Mr. Guy Kerr, A.A.S.A., has been elected 
president of the Insurance Institute of 
South Australia. 

Mr. L. J. Clarnette, F.A.S.A., has been 
appointed South Australian manager of 
the Central Share Registry of Australia. 


Mr. K. D. Hilton, F.A.S.A., the Industrial 
Registrar of the State Industrial Court, 
has been appointed chairman of a board 
of reference to be set up to deal with 
disputed cases under long service leave 
agreements in South Australia. 


Divisional Library 


Members are reminded that the Divi- 
sional library and reading room are avail- 
able for the use of members of the Divi- 
sion and that a wide range of recent pub- 
lications has been added to the library. 
The Division alse subscribes to leading 
Australian and overseas journals and 
periodicals which are available to members 
on loan. A list of recent additions is given 
in the following column. 
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Australian Company Finance—A. R. Hall. 

Interpretation of Accounts—F. S. Bray. 

Australian Accountancy Progress 1954, 
1955, 1956—A. A. Fitzgerald (Ed.). 

Wage Accounting by Electronic Computer 
—National Physical Laboratory. 

Electronic Computers and Management 
Control—G, Kozmetsky and P. Kircher. 

Linear Programming and Economic Analy- 
sis—Dorfman, Samuelson and Solow. 

Cost Accounting—C. B. Nickerson. 

Cost Reduction—Institute of Cost and 
Works Accountants. 

Share Price Indices in Australia—D. M. 
Lamberton. 

Ownership & Control of Australian Com- 
panies—-E. L. Wheelwright. 

Inflation and Company Finance—R. L. 
Mathews and J. McB. Grant. 

Annual Reports of Companies—R. K. 
Yorston and E. S. Owens. 

Faster than Thought—B. V. Bowden (Ed.). 

The Law of Partnership in Australia — P. 
E. Joske. 

The Sales Tax Law 1957—Deputy Commis- 

sioner of Taxation. 


WESTERN AUSTRALIA 


Fremantle Luncheons 

At the October luncheon, Mr. C. C. 
Bennett, general manager of W.A. Meat 
Export Works, gave an interesting talk 
on the treatment of fat lambs for export. 
This was illustrated by coloured slides 
shown by the chief engineer of the com- 
pany. 

At the final luncheon for the year held 
in November, Mr. John McGrath of the 
Dale Carnegie Institute of New York, who 
was well received at a recent Perth lun- 
cheon, travelled to Fremantle and gave 
an instructive and humorous talk entitled 
“You are the Next Speaker”. 


Perth Luncheons 

At the October luncheon in Perth the 
speaker was the Right Hon. The Lord 
Mayor, Mr. H. R. Howard, J.P., who spoke 
about his recent visit to Cardiff, Wales. 
Naturally, reference was also made to the 
Empire Games to be held in Perth in 1962. 


Certificates were presented to seven new 
members by Mr. L. Beasley. Congratula- 
tions were specially merited by Mr. E. A. 
Barker, who received the following honours 
during his series of examinations: 1st in 
W.A. in Company Accounts, in October, 
1956, with 85%; Ist in W.A. in Company 
Law and Procedure, in October, 1956, with 
86%; 1st in W.A. and 1st Australian in 
Income Tax, in May, 1957, with 92%; ist 
in W.A. in Monetary Theory and Practice, 
in May, 1957, with 84%; 1st in W.A. in 
Advanced Accounting Part A, in October, 
1957, with 75%. 





Personal 

During hig recent visit to Perth, the 
President of the Society, Mr. O. H. Paton, 
was entertained at lunch by the Divisional 
Council. 

Opportunity was taken by the State 
President to say farewell to Mr. Harry 
Johnson, who was retiring from the Divi- 
sional Council owing to ill health. Mr. 
Johnson was a representative of Govern- 
ment bodies and was a foundation Coun- 
cillor of the Society. He had done his 
job sincerely and well and was held in 
great esteem and affection. On _ behalf 
of the Councillors, Mr. Groom wished him 
a happy retirement. 


At the October Divisional Council meet- 
ing, Mr. K. J. Townsing, A.A.S.A., Public 
Service Commissioner was unanimously 
elected to take Mr. Johnson’s place. 


Smoke Social 

The annual smoke social held in Novem- 
ber was attended by about 300 members. 
The State President, who was chairman 
of the function, made a short speech of 
welcome after which a programme of en- 
tertainment was enjoyed 





Australasian Institute of 
Cost Accountants 


VICTORIA 


President’s Lecture 

The annual presidential lecture was de- 
livered by Mr. R. F. Jarman on 18 Novem- 
ber, at the Commerce Theatre in the Uni- 
versity of Melbourne. A capacity audience 
heard Mr. Jarman, who is senior consultant 
of the accounting machine division of 
Chartres Pty. Ltd., Sydney, speak on 
“Mechanisation and the Cost Accountant”. 
He emphasised the need for simplicity in 
accounting machine installations. 


Entertainment of General Council 

The General Council meeting of the In- 
stitute was held in Melbourne, and Vic- 
torian Councillors entertained General 
Councillors from various parts of Australia 
at dinner on 17 November. A pleasing 
feature of the evening was the presence of 
past presidents of General Council as 
guests at the dinner. 


Tasmanian Convention 

A preliminary announcement about the 
convention to be held on 10 to 12 April 
1959 at Lufra Hotel, Eaglehawk Neck, 
Tasmania, appears on page 670 of this 
issue. 
Mount Eliza Convention 

The second annual convention of the 
Victorian Division will be held at the 
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- Australian Administrative Staff College, 
Mount Eliza, on 13 to 15 May, 1959. The 
central theme, “A Planned Approach for 
Greater Profits”, will be an interesting 
one for cost and management accountants, 
Activities for 1959 

The programme of activities planned for 
the first half of 1959 is practically com- 
plete and a brochure giving full details will 
be sent to members in January. Efforts 
are being made to secure a leading autho- 
rity to deliver an address on the use of 
management accounting in Government 
departments. This lecture is being ar- 
ranged following a suggestion received 
from several members. 


Motor Industry Discussion Group 

Discussion by members of the Motor 
Industry Group is being concentrated on 
“Pricing Policies for Replacement Parts”. 
It has been suggested that the discussion 
group should next turn its attention to an 
examination of the published accounts of 
the motor industry. Members wishing to 
join in what promises to be a_ lively 
series of meetings, are asked to contact 
the Registrar. 


SOUTH AUSTRALIA 


Discussion on Direct Costing 

A panel consisting of Messrs. O. L. 
Wilson, R. F. Pascoe, I. A. Angus and C. 
Sulan, led a aiscussion on “Direct Costing” 
at a meeting of the Division held at the 
Kerr Grant Lecture Theatre, South Aus- 
tralian School of Mines and Industries, on 
30 October. 

Over 50 members and students of the 
Division attended this lecture, which pro- 
vided a great deal of discussion. The 
attendance justified the decision of the 
Divisional Council to hold similar meetings 
at 5.30 p.m. 


Personal 

The State President, Mr. Alex Moffatt, 
represented the South Australian Division 
at the meeting o: General Council held 
in Melbourne on 17 and 18 November. 


QUEENSLAND 
Luncheon 
The monthly lunch-time discussion meet- 
ing was held on 29 October at McDonald’s 
Restaurant, Edward Street, Brisbane. Miss 
J. F. Mills, A.C.A.A., « member of the 
Divisional Council led the discussion on 
“Merchandise Plans”, which was considered 
under the following headings:—1. Scope 
of the subject and the aids available; 
2. Merchandise budgets; 3. Control of 
stocks; 4. Sales promotion. Miss Mills’ 
knowledge of the subject is indicated by 
the fact that a paper by her on merchan- 
dise control for retail stores was last year 
published as a “Cost Bulletin”. 
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and Auditors 


Election of Divisional Councillors 





The attention of members is drawn to the following lists of 
Divisional Councillors and Auditors who are due to retire at 
the next annual meetings and who are eligible for re-election. 
Provisions of the relevant articles and by-laws and dates of 
meetings may be ascertained from the respective State Regis- 


trars. 


Australian Society of 
Accountants 


GENERAL COUNCIL: 
Auditor: Mr. T. L. Coleman. 


NEW SOUTH WALES: 


Councillors: Messrs. H. W. B. Chester, 
A. S. Deane, A. E. Dent, H. R. Irving, G. 
H. Peterson. 


Auditor: Mr. H. C. E. Wilton. 


SOUTH AUSTRALIA: 


Councillors: Messrs. G. F. George, C. L. 
Hargrave, J. M. Jones. 


Auditor: Mr. E. H. Burgess. 


TASMANIA: 


Councillors: Messrs. G. M. A. Alcock, 
V. A. Benjafield, J. G. Clark, H. A. Kerr. 


Auditor: Mr. L. L. Hibbard. 


QUEENSLAND: 
Councillors: Messrs. R. E. Iliff, J. G. Orr, 
R. W. Smalley, E. Smith, G. C. Townson. 
Auditor: Mr. L. T. N. Crawford. 


WESTERN AUSTRALIA: 


Councillors: Messrs. J. E. D. Battye, R. 
C. Crowther, G. A. Gordon, H. L. Thom- 
son. 


Auditor: Mr. C. A. Hendry. 


VICTORIA: 


Councillors—in accordance with Article 
100 (2): Messrs. L. H. Dillon, A. McB. 
Fairfoul, (Sir) A. A. Fitzgerald, V. L. 
Solomon; in accordance with Article 104A: 
(Dr.) H. F. Craig, (Prof.) L. Goldberg, 
E. J. L. Tucker. 


Auditor: Mr. T. L. Coleman. 


The Australian Accountant, December, 1958 


The Australasian Institute of 
Cost Accountants 


QUEENSLAND: 


Councillors: Messrs. E. D. Elphinstone, 
H. M. Harrisson. 


Auditor: Mr. L. T. N. Crawford. 


WESTERN AUSTRALIA: 


Councillors: Messrs. F. H. Felton, J. P. 
Maher. 


Auditor: Mr. R. G. Miller. 


SOUTH AUSTRALIA: 

Councillors: Messrs. A. J. Adam, M. L. 
Dennis. 

Auditor: Mr. W. H. Mildren. 


NEW SOUTH WALES: 


Councillors by effluxion of time under 
Article 96: Messrs. K. S. Fleming, L. M. 
Levy and one further member to be 
determined. Under Article 100A: Messrs. 
W. M. Hodgins, G. H. Peterson. 


Auditor: Mr. N. H. Taylor. 


VICTORIA: 


Names not available at time of going 
to press. 
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PROFESSIONAL NOTICES 


Rate per line 5/-; minimum per insertion 15/-. 


FOR SALE. Magictape recorder com- 
plete with typiste’s headphones and foot 
control, mike and tapes. Price £85. Had 
very little use. P.O. Box 64, Hawthorn or 
ring WA 2189. 


POSITIONS AVAILABLE. Old estab- 
lished firm of chartered accountants re- 
quires senior or intermediate audit clerk 
(20 to 25 years) and junior audit clerk 
(16 to 19 years). Salaries commensurate 
with experience and qualifications. Staff 
superannuation. Good prospects for ad- 
vancement. Apply in writing, with refer- 
ences, to Hooke and Graham, 400 Collins 
Street, Melbourne. 


EXPERIENCED QUALIFIED AC- 
COUNTANT-SECRETARY-TAX AGENT 
(F.A.S.A., F.C.LS., F.V.1.C.), open for 
engagement as a BRANCH MANAGER 
(view to partnership later) with well estab- 
lished public accountant—salary. accept- 
‘able, vicinity £1750. Wide experience of 
commercial and company accounting, also 
income tax and experience in public ac- 
countancy. Experienced in staff control. 
Prepared to obtain a Company Auditors’ 
Board Licence, if so required. Country 
location preferred (including inland cities) 
but would consider city appointment. En- 
quiries to “Branch Manager”, C/o Aus- 
tralian Society of Accountants, 37 Queen 
Street, Melbourne. 


FOR SALE. Mercedes accounting 
machine, seven years old, in excellent con- 
dition. Offers invited. Inspect at Humes 
Limited, 43 Margaret Street, Sydney, 
N.S.W. 


PURCHASE OF PRACTICE. Associate 
desires to purchase practice or group of 
clients, Wollongong area. Would consider 
working arrangement view purchase part- 
nership. Reply to No. 294, C/o Australian 
Society of Accountants, 5 Bligh Street, 
Sydney. 
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POSITION REQUIRED. Advertiser, 
having disposed of own practice, requires 
position with practitioner in solid practice 
who offers definite prospects of partner- 
ship in N.S.W. or Queensland. This is a 
genuine enquiry. Please reply C/o No. 506, 
Australian Society of Accountants, 5 Bligh 
Street, Sydney. 


WANTED TO SELL. Mercedes account- 
ing machine. Excellent condition. Best 
offer. Ring Mr. Long, JB 2314 (Mel- 
bourne). 


FOR SALE. Country practice. Gross 
fees, approximately £3600, furniture and 
plant, £250. Sale price £1500. Modern home 
also available, £5500. Reply, No. 293, C/o 
Australian Society of Accountants, 5 Bligh 
Street, Sydney. 


FOR SALE. Develop Combi 15 inch 
photocopier. Surplus to requirements. In 
good order and fully serviced. £90 or offer 
to Box 121, P.O., Toowoomba, Queensland. 


ACCOUNTANT with modern suburban 
office wants to purchase additional accounts 
or discuss amalgamation with existing 
practice. Apply to No. 507, C/o Australian 
Society of Accountants, 37 Queen Street, 
Melbourne. 


WANTED TO PURCHASE: Small 
practice in metropolitan or south eastern 
suburban area. Gross fees to £2,500. Re- 
plies to No. 502, c/- Australian Society of 
Accountants, 37 Queen Street, Melbourne, 
or ring BM 5409 after 6 p.m. 


MELBOURNE AUDITS. A practitioner 
with socialist or progressive labour ideals 
is invited to contact a Fellow with a view 
to accepting a number of lucrative audits 
of Trade Unions and associated bodies. 
No. 508, Australian Society of Accountants, 
37 Queen Street, Melbourne. 
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